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PROCEEDINGS OF THE RAILWAY RATES 

TRIBUNAL. 

MONDAY, MAY 26th, 1924. 



Present : 

W. B. CLODE, Esq., K.C. ( President ). 
W. A. JEPSON, Esq. 

Geo. C. LOCKET, Esq., J.P. 



FIRST DAY. 



The SOLICITOR - GENERAL (Sir HENRY 
SLESSER, K.C.) and Mr. W. BOWSTEAD (in- 
structed by the Treasury Solicitor) appeared on 
behalf of the Minister of Transport. 

The LORD ADVOCATE (The Rt. Hon. H. P. 
MACMILLAN, K.C.), Mr. A. C. OLAUSON, K.C., 
Mr. BRUCE THOMAS and Mr. ALFRED TYLOR 
(instructed by the Honorary Solicitors) appeared for 
the Railway Companies' Association. 

The Hon. R. STAFFORD CRIPPS appeared for 
the London Counity Council. 

Mr, F. G. THOMAS, K.C., and Mr. JACQUES 
ABADY (instructed by Sir Thomas R. Ratcliff e-Ellis) 
appeared for the Mining Association of Great Britain. 

Sir DOUGLAS HOGG, K.C., M.P., and Mr. F. J. 
WROTTESLEY appeared for the Traders’ Co- 



President : Before we begin, might I just tell you 
what the course of our business is? "We propose to 
sit from day to day, beginning to-morrow at half- 
past ten, and sitting approximately till a quarter- 
past four, with three-quarters of an hour’s interval for 
lunch, which we have found is the most convenient 
time for everybody . There will be no sitting on 
Saturday. An official shorthand note is being taken 
of the proceedings, iand will be available the next 
morning after the note is taken. It will be on sale 
at the Stationery Office in Kingsway after ten o’clock 
on the ensuing day. We are sending round slips so 
that gentlemen interested in the proceedings may 
write their names down and forward them to our 
Secretary. If any gentleman’s name is omitted, 
perhaps he will give it in at the office of the 
Secretary at 2, Clement’s Inn. 

Lord Advocate, are you proposing to open the case p 

Solicitor-General : Perhaps I ought to say, before 
the Lord Advocate opens his case, that I am here on 
behalf of the Minister of Transport, who, as you 
know, is entitled to 'be represented under Section 22 
(2) of the Act, to give any information or assistance 
which may be material. I do not propose at this 
stage of the proceedings to express any opinion at 
all, except that you will remember that subsequently 
under the Act there are certain obligations as to 
whether decisions must be further reviewed on the 
part of the Minister. Therefore the Minister has a 
direct interest in seeing that whatever the result of 
an inquiry into net revenue may be, it is finally in 
such a form that it will enable him to decide in 
subsequent years whether reviews may or may not 
take place. For the moment I will content myself 
with saying that I am here to watch the proceedings 
on behalf of the Minister of Transport. 

President : Then, Mr. Solicitor, we may rely upon 
you to bring to our attention any points that the 



ordinaiting Committee; The National Association of 
Railway Travellers; and various Local Authorities. 

Mr. HERBERT MORRISON appeared for the 
National Joint Council of the Trade Union Congress; 
The Labour Party; and the London Labour Party. 

Mr. W. G. R, BOYS and Mr. HUGH SHAYLER 
appeared for the Civil Service Confederation. 

Mr. S. CARLILE DAVIS appeared for the 
Plymouth Incorporated Mercantile Association. 

Mr. GEO. DEW, J.P., L.C.C., appeared for the 
National Association for the Promotion of Cheap 
Transit. 

Mr. JACQUES ABADY (Instructed by Messrs. 
Kensholes & Prosser, Aberdare) appeared for the 
Cardiff Collieries, Limited. 

Mr. A. MOON appeared for the Midland Associa- 
tion of Blast Furnace Owners. 



Minister of Transport desires to bring before the 
Tribunal’s notice? 

Solicitor-General: If you please. We have already 
circulated certain memoranda, which are already in 
your possession. 

Sir Douglas Hogg : I do not know if it will be 
more convenient if I may explain that I am here 
representing, for the purpose of to-day at any rate, 
not only the Traders’ Co-ordinating Committee (the 
constitution of which is familiar to the Tribunal), 
but also the National Association of Railway 
Travellers and a large number of Local Authorities, 
such as Glasgow, Leeds, Hull, and a number of others 
the names of which I do not think it necessary to 
read out, but a list of which I may possibly hand in 
if tlie Tribunal wishes it. It is only necessary for 
me to explain that I think I represent the greater 
part of the opposition. Mr. F. G. Thomas represents, 
I think, the Mining Association, but apart from them 
I think the opposition is all aggregated in my person. 

President : I am much obliged to you, Sir Douglas. 

Lord Advocate: 1 have the honour to attend the 
Tribunal on the. behalf of the four amalgamated 
railway companies, 'along with my learned friends 
Mr. Clausen, Mr. Bruce Thomas and Mr. Tylor. I 
need scarcely say that the parties to this Inquiry 
have given, anxious consideration as: tol . The best 
method of approaching the very large problem upon 
which the Tribunal to-day embarks.. - We have 
approached the problem from the point of 1 view of 
endeavouring as far as we can to facilitate the task 
of the Tribunal as well as, if I may say so, our own 
task. I know that effort has been shared by my 
learned friends on the other side, and I think I shall 
win their approval for the principles upon which I 
propose to proceed. It seemed to us that the most 
convenient course would be to open the case 
generally. In the course of the proceedings points of 
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controversy will necessarily emerge. It was not possi- 
ble in advance of to-day’s proceedings to formulate 
categorically these points of controversy. Although 
some attempt was made to do so, we soon came to the 
conclusion that quite the most practical way was to 
state the case and to make a note of the points of 
difficulty and controversy that emerged as we pro- 
ceeded, in the hope that at the end of the day, when 
you had heard both sides, wo ah-ould be able to 
formulate the points of principle upon which we are 
at issue. Having obtained your guidance upon those 
questions of principle, there might well be an 
adjournment lor the purpose of the parties reflecting 
those decisions in specific figures. It was not possible, 
as I say, to formulate the points of controversy in 
advance, because to attempt to do so in the abstract 
would have been very misleading. You will require 
to have practical illustrations of the various questions 
in conflict; hut in placing before you, as I shall 
shortly do, our conception of the method upon which 
the figures/ may be compiled in this case, you will 
find, with the aid of the concrete matter upon which 
have placed before you, that on certain points quite 
obvious questions arise, and you will have the 
advantage of being able to consider those and decide 
them not merely in vacuo , hut in relation to the 
actual facts of the case. It seemed to us, as I say, 
that if, at the end of the proceedings, we found 
there were after all between us only, say, a dozen 
points or so of importance or principle, we might 
formulate those for you in a form which would 
enable you to pronounce upon them and so to give 
guidance to those who had actually to translate them 
into figures. 

Now the Inquiry, upon the first stage of which we 
to-day embark, has, of course, for its ultimate object 
the fixing of the charges which each of the four amal- 
gamated companies is to be authorised to make for 
the services which it renders' to the public. The ex- 
pression “ charges,” as you are, of course, are aware, 
includes rates, fares, tolls, dues, and other charges; 
the term is so defined by Section 57 of the Act. The 
history of the charging powers of the railway com- 
panies of this country is, of course, familiar to this 
Tribunal. In return for the compulsory powers with 
which Parliament equips railway undertakers, Parlia- 
ment has always maintained and exercised a certain 
measure of control over the charging powers of the 
companies. Originally the custom was to prescribe 
in each Bill which authorised the construction of a 
railway the charges which might bo made in respect 
of that undertaking. There thus came into existence 
a very large and a very miscellaneous series of 
charging schedules. Then in 1888 came the Railway 
and Canal Act of that year, under which, as you will 
recall, a. very extensive inquiry took place, and a 
series of Orders., with which we are familiar- — the 
Rates and Charges Orders; 35 in number — made uni- 
form and standardised the system of charging 
for merchandise upon the various leading rail- 
ways of this country. That was a! prolonged 
inquiry, and a very careful investigation, 
took place at that time, not only into the charges 
themselves, but into the classification of goods and 
the marshalling of thorn, so to Speak, in their appro- 
priate Orders. But Die principle of the Bates and 
Charges Orders of 1891 and 1892 was to prescribe 
maxima. The maximum charges which the railway 
companies could make were there defined. Apart 
from those, maxima the freedom of the railway com- 
panies was maintained. They could charge as they 
pleased up to those maxima, and in. that sense they 
retained their freedom of dealing with the public. 

However, as you may recall, in 1894 another 
statute was passed which had the result of further 
controlling the freedom of the railway companies. 
By that Act the onus was placed upon a railway 
company which sought to raise its charges of justify- 
ing any increase above the actual or existing charges 
which it was making at the time. Notwithstanding 
that the proposed increase might be within the 
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statutory maxima, the onus was then placed upon the 
railway companies of justifying any increase what- 
soever, and that, of course, very considerably 
restricted the freedom of the railway companies in 
the matter of fixing their rates. 

The only other statute to which I need allude at 
this stage is the statute of 1913, which was passed 
in consequence of the great strike of 1911. That 
strike caused considerable increases in the working 
expenses of the railway companies, particularly in 
the matter of the cost of labour — both labour in the 
ordinary manual sense and in the clerical sense — 
and it was recognised rthat a certain amount of relief 
ought to he given to the railway companies for the 
very stringent conditions under which they were then 
operating. Accordingly, the railway companies were 
by the statute of 1913 .entitled to increase their 
existing rates so far as justifiable on account of 
increased costs of working due to the improvement 
in the conditions of employment of labour or of tlieir 
clerical staff. There were other statutes conceived 
in the public interest dealing with undue preference 
and other matters with which this Tribunal is very 
familiar, but that was generally the position of 
matters so far as the railway companies were' con- 
cerned vis-a-vis the traders at the time when the 
war broke out. 

The outbreak of the war and the consequences of 
the war had a very great economical effect upon the 
whole railway position. Immediately upon the out- 
break of the war the Government in the exercise of 
the powers possessed by them under the Regulation 
of the Forces Act of 1871, Section 16, took control of 
the whole railway systems of this country, and terms 
were adjusted at that time between the Government 
and the railway companies as to finance. The taking 
over by the Government involved a more or less 
complete abrogation of the ordinary existing system, 
and the compensation to which the railway companies 
became entitled in consequence of the Government 
taking over the control was fixed on the basis of the 
net receipts earned in respect of certain of the items 
of railway revenue set out in what is known as 
Account No. 8 annexed to the Railway Accounts Act 
of 1911. The Government in short guaranteed to 
maintain so far as the railway companies were con- 
cerned, or so far as the , shareholders of the railway 
companies were concerned, the working receipts of 
the railway companies as they were in the year 1913. 
As time went on, and as the effect of the war became 
felt in greater and greater degree, it was obvious that 
the matter should receive further consideration. It 
became obvious that it would be necessary to raise 
both the charges for merchandise and the charges 
for passenger fares. 

1 should have mentioned a little earlier that the 
matter of passenger fares was always dealt with m 
the statutes of the railway companies individually, 
and was left there by the Rates and Charges Orders 
of 1891 and 1892, the only general statute to which 
we need allude being the Cheap Trains Act of 1883. 
Apart from that, the passenger fares were not the 
subject of anything like the same elaborate investiga- 
tion or inquiry. 

As I say, it became manifest after the effects of the 
war came to he felt that the economical position had 
very largely changed. First of all, passenger fares 
were raised from the 1st January, 1917, and there- 
after, after the conclusion of the war, when the 
economical effects of the war were still felt in very 
great degree, the Ministry of Transport Act, 1919, 
was passed, which, as you may remember, gave very 
wide powers to the Minister of Transport in the 
matter of rates and charges; indeed, the Minister of 
Transport’s position under that statute has been 
judicially described as that of a plenipotentiary. He 
certainly had the widest .ambit of power that probably 
had ever been conferred upon a Minister in his dis- 
cretionary capacity. That statute, under .Section 21, 
provided for the constitution of an Advisory Com- 
mittee — the Rates Advisory Committee. It was a 
Committee constituted for the purpose of advising 
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the Minister in the very complicated task which had 
been set to him by Parliament. That Committee 
under remit from the Minister took up the question 
of a general revision of the rates and charges, and in 
a very illuminating and instructive report which was 
presented on the 22nd December, 1920, they discussed 
the whole position of the question of rates and charges 
and their increase as that position stood in con- 
sequence of the war. Increases were authorised in 
January and August, 1920, and then, as the outcome 
in large measure of the recommendations of this 
report of the Rates Advisory Committee, proposals 
were formulated which ultimately took shape in the 
Railways Act of 1921, under which this Tribunal sits, 
and under which the problem which we are to-day to 
consider is presented for consideration. 

The Act of 1921 wrought almost a complete trans- 
formation of the railway position. Whereas formerly 
the railway undertakings of this country were in the 
hands of a large number of separate companies, some 
of which were recognised as the leading companies, 
while others were subsidiary, it was thought to be a 
necessity of the times that the many should become 
few, and that these large undertakings should be 
reduced to the smallest possible number with a view 
to avoiding unprofitable competition and to reducing 
as far as possible wasteful expenditure. The first 
part of the Act of 1921 is accordingly concerned with 
the amalgamation and absorption of the various exist- 
ing railway companies. The result of it was that 26 
principal companies and somewhere about 93 smaller 
companies have ceased to exist, and are now repre- 
sented by the four amalgamated companies, as they 
are called, namely, the London and North Eastern 
Railway Company, the London, Midland and 
Scottish Railway Company, the Great Western Rail- 
way Company, and the Southern Railway Company, 
and these are the four companies whom I represent 
before you to-day. Into these four companies have 
been absorbed all the undertakings, the names of 
which you will find scheduled to the Act of 1921. 
Therefore, the first step which was taken in carrying 
out the new pol icy in regard to the railways was to 
reduce the many into four, and accordingly that step 
lias been carried out with the assistance of the special 
amalgamation tribunals which were set up. 

The next matter of importance to he dealt with 
was the question of what were to be the charging 
powers of the four amalgamated companies. 
Hitherto, as I have explained, Parliament had pro- 
ceeded upon the principle of fixing maxima and 
leaving a certain amount of freedom to the individual 
railway companies within those maxima. The Act of 
1921, however, has proceeded upon a different prin- 
ciple; it has proceeded upon the principle that rail- 
way rates should not he prescribed on the maxima, hut 
should be prescribed as actual rates — in short, that 
there should be a tariff of charges fixed under the 
auspices of this Tribunal which should represent the 
actual charging powers. In that way the railway 
companies have lost such measure of freedom as they 
formerly possessed within the maximum limits pre- 
viously defined. The principle on which the Act of 
1921 proceeds is to abandon the maxima and to 
provide for actual charges. 

Then came the question of how those actual charges 
should be arrived at. Probably no more difficult 
problem was ever presented to Parliament than the 
problem of laying down the principles upon which the 
rates and charges which the railway companies were 
to he entitled to exact should he _ defined. One 
realises at once of course the vast importance, not 
only to the railway companies, hut to the traders of 
this country, of a just solution of that problem. The 
railway companies are amongst the largest, if not 
the largest, undertakers in our realm. They are the 
administrators of very large assets, and they are 
responsible for very large funds which have been con- 
tributed to them by their shareholders and by those 
who lend them money. On the other hand, the 
traders are - intimately concerned to see that the 
element of transport, which forms so important an 
element in the value of commodities, should not be 



unduly enhanced, and that in fixing the charges 
justice should (be done to the manufactories and to 
the commerce of this country. Confronted with that 
large problem the Legislature in 1921 prescribed a 
certain method whereby the rates and charges should 
be fixed, and no doubt in doing so souglu to arrive 
at a method which would operate fairly to both 
interests concerned — fairly to the railway companies 
who had so much at stake and fairly, equally, to 
the traders who were so deeply concerned in the 
problem. 

I may at once ask attention to two or three of the 
sections of the Railway Companies Act of 1921, for 
the purpose of showing you, at first on a general view, 
how the statute dealt with the matter. Section 30 
of the Act of 1921 required the constituent companies 
in each group jointly, or with the consent of the 
Rates Tribunal any one or more of such companies, to 
submit to the Rates Tribunal not later than the 31st 
day of December, 1922, or such later date as the 
Minister might allow, a schedule of the standard 
charges proposed to be made by the amalgamated ■ 
company into. which they are to he formed, according 
to the classification fixed as aforesaid. Provision had 
been made for classification in the immediately pre- 
ceding section. Accordingly, the preparation and 
submission of a schedule of standard charges was the 
first step in the programme which Parliament 
prescribed. 

Then came Section 31, which provided that your 
Tribunal should consider the schedules of charges so 
submitted to them and any objections which might 
he lodged within the prescribed time, and, after 
hearing the parties, should appoint a day when the 
schedules of charges should come into operation. 

Then by Section 32 the Act provided that on and 
from the appointed day the charges in those schedules 
as fixed by your Tribunal for each amalgamated com- 
pany should he the charges which a company should 
he entitled to make. So far no guidance is afforded 
by the statute as to the principles upon which those 
charges are to he compiled. This is a programme of 
prccdure. The sections prescribed for the prepara- 
tion and submission of schedules, for their settlement, 
and for the rates and charges in those schedules so 
settled being the charges which the railway companies 
are to be entitled to exact. It is not until we reach 
Section 5S of the Act of 1921 that we find the mind 
of Parliament as to how those rates and charges are 
to be arrived at — the contents of the schedules which 
are to be submitted and approved and to come into 
operation. Section 58 of the Act of 1921 ’s* 

accordingly the crucial section of the Act for our 
present purpose. 

I may say, merely as a matter of history, that 
various steps were taken. There was correspondence 
with the Ministry of Transport as to the lodging of 
the schedules under Section 30. It was found that the 
task was a very heavy one and the time was ex- 
tended to the 31st July, 1923. Then various explana- 
tory statements were prepared and submitted, and, on 
further details being required, further information 
was given and various papers were prepared and 
handed to the traders. I do not propose at any great 
length to discuss those preliminary stages, because it 
merely complicates the issue. We have got past that 
stage now, and all I can say at this moment is that 
I think both main parties concerned have done their 
best to minimise the field of contest between us, and 
that the relations in the matter of attempted adjust- 
ments have been most friendly and most cordial, as 
one could expect. On the other hand, it has been 
manifest that there are certain points on which agree- 
ment could not be reached, and really I am not at all 
sure whether it is not better in the public interest 
that agreement should not he reached on some of 
those, because in the matter of this sort a decision 
by an impartial tribunal, such as that which I have 
the honour of addressing, is in some ways in con- 
troversial matters from cert a n points of view more 
satisfactory to the public than matters which have 
been concerted between mere representatives of the 
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interests concerned. If we have decisions upon these 
questions of principle then we know where 

we are, and no one can cavil with the 

decisions, because they are the decisions of a duly 
constituted Court; whereas matters which have been 
adjusted in settlement are sometimes open to com- 
ment, either as to the capacity of the negotiator or 
■as to whether everything has been so fully explored 
as it would be before a tribunal such as is here pro- 
vided. Therefore I will not dwell at any length upon 
the comings and goings of the .parties beyond offering 
tribute to the courtesy with which we have met at the 
hands of the Railway Tribunal and the satisfaction 
we have had from the interviews which have taken 
place. We prepared in the first place a preliminary 
and provisional statement which was handed to the 
traders, , and that I may at once call by the title by 
which it is known of “ T. 0.0.1.” It was the first 
essay on the part of the railway coxxxpanies — I am told 
that “ T.C.C.l ” emanated from the railway com- 
panies but I am sure Sir Douglas and Mr. Thomas 
are familiar with these letters 

Sir Douglas B.ogg : I have not the least objection 
to my learned friend reading it, but T.C.C.l is 
terra incognita as far as I am concerned. I have 
just been asking for it, and I have been told that it 
was prepared at an early stage. As I say, I have 
not the least objection to my learned friend referring 
to it, but he must not treat it as though I know 
anything about it. 

Lord Advocate : I shall not attribute to my learned 
friend any more knowledge than lie himself professes; 
but, as a matter of history, I believe the Tribunal 
have seen some of these documents. Have you not 
seen that one? 

President : No; it also is terra incognita to us. 

Lord Advocate : Then I shall not embark on an 
exploration of this unknown tei-ritory. I shall pass 
it by by saying that at any rate the parties discussed 
figures upon the basis of certain documents which 
they exchanged, and I need not say more than that. 
These were provisional essays in the mattex*, which 
thereafter were revised ixi the light of further con- 
sideration and discussion, and ultimately the docu- 
ments which ai*e before the Tribunal caxxxe into being. 
I shall deal with them a little later on. I am not 
going, as I say, to dwell at axxy length oxx the pre- 
liminary matters, but I am going to ask you now 
to make a first survey of Section 58. I cuxi afi'aid 
we shall have to x'efer to it very often, bxit it is useful 
at the outset of the very general sketch I am respect- 
fully submitting to the Tribunal to have a sxirvey 
of the position at large. 

As I say, down to this portion of the Act, no 
guidance is given as to the method or principle of 
tlxe compilation of the chai-ges. Section 58 accord- 
ingly deals with that xnatter, and it provides as 
follows : “ The charges to be fixed in the first instance 
for each amalgamated company ” — I pause thex-e to 
say that each, amalgamated company is to have its 
owxi set of charges — “ shall be such as will, together 
with the other eources of revenue, in the opixxion of 
the rates tribunal, so far as practicable yield, with 
efficient and ecoxxonxical working and management, 
an axxxnxal net revexxue (hereinafter referred to as the 
standard revenue) equivalent to the aggregate net 
rovemxes in the year 1913 of the constituent com- 
panies axxd the subsidiary companies absoibed by 
the amalgamated company,” together with certaixi 
factors. 

The principle, as you observe, is to stereotype the 
aggregate xxet revenues of each of the constituent 
aixd absorbed companies which became an amalga- 
mated company; so that you will take one of the 
four amalgamated coxxxpanies, then you will note 
all the constituent and subsidiary compaxxies now 
comprised in that axxxalgaxxxated company, and then 
yoxx will seek to find what were the aggregate net 
revenixes of all those constituent and subsidiary com- 
panies which ixow xxxake up the amalgamated company. 
This part of the inquiry is therefore historical and 
retrospective. You are really here invited to ascer- 



tain a fact : What were the net revenues of all the 
constituent and subsidiary companies which, you find 
grouped ixx each of the four amalgamated companies? 
When you find in respect of each of those companies 
individually what its net revenue for 1913 was, you 
then aggregate those net revenues accordixxg to the 
amalgamation aggregation, and ixx that way you will 
get the aggregate xiet x-evenues for 1913 which you 
will attribute to the amalgamated company which 
represents those constituent and subsidiai’y 
companies. 

The principle of Section 58, therefore, is this : 
Taking the yield of the net revenues of 1913 as a 
stereotyped basis, the charges that are to be fixed 
are to be those charges which, taking into account 
what the railway companies may make from other 
sources of revenue other than the charges which are 
to be authorised, will yield the 1913 net revenues. 
I omitted the qualifying words, because the section 
is hedged about with numerous qualifications. There 
is, of course, the qualification that these are to be 
rates fixed “ in the first ixistaix.ee,” which is looking 
forward to a later part of the statute which provides 
for the revision from time to time of the rates ; 
machinery is provided for that. These charges which 
are fixed now are charges to be fixed “ in the first 
instance.” They are to be fixed for each amalgamated 
company. They are to be fixed after you have ascer- 
tained what the other sources of revenue of the 
companies concerned will contribute, because the 
charges are only to contribute to the revenue in so 
far as not provided by other sources. The charges 
are to be fixed in the opinion of this Tribunal. A 
■discretion is x*eposed in this Tribunal to gauge the 
adequacy of the charges for the purpose in view — a 
discretion which is one no doubt of high responsi- 
bility, but which was practically essential in the case 
of such a Statute as this, because absolute precision 
is naturally unattainable, and therefore some measure 
of discretion must be confided to the Tribunal that 
has to adjust those ehai'ges. 

Then there is the further qualification “ so far as 
practicable.” I do not know that that is more than 
the usual exhortation to do the best you can. No 
man can do anything which is impracticable, but the 
Legislature has chosen to remind us that we are 
human here and has accordingly put that in. 
Whether.it is in the opinion of the Rates Tribunal 
that it has to deal with the matter so far as prac- 
ticable, ox' whether it is the railway companies who 
fix the charges so far as practicable is probably not 
material. Then comes the qualification of efficient 
and economical working and management — also a 
large and disputable chapter, as I think you will 
agree, Sir. That also has to be taken into view. But 
the goal is to get the standard revenue which has 
to be raised by the charges which are to be 
fixed together' with the othei' soux v ces of x*evenue. 
As I have said, the ascertainment of those xxet 
receipts is really a matter of history, a matter of 
investigating what were the net receipts of those 
companies, and having got those you write those 
down. But the Legislature recognised that a re- 
venue based on that alone, on the 1913 x'evenues 
aloxxe, would not be a revenue which would ade- 
quately remunerate the railway companies. As they 
stand at this moment, when you are fixing their 
charges because the railway companies are, of 
course, growing and progressive organisations, and 
they spend capital upon the new works from time to 
time, and that capital naturally looks for .remunera- 
tion which has happened sixxce 1913, and therefore 
provision has to be made fox’ adjusting the x’evenues 
of 1913 by certain additions which will fairly reflect 
what has happened since 1913 in the matter of the 
capital expenditure of the railway companies since 
that date, and the method upon which the section 
has dealt with that has been to direct what there 
Shall be brought into account under the four addi- 
tional heads. The first head is “ a sum equal to 5 per 
cent, on capital expenditure forming the basis on 
which interest was allowed at the end of the period 
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during which the constituent companies and sub- 
sidiary companies are in the possession of the 
Government.” I shall read them first without com- 
ment and then venture to expound them. Second, 
“ iSuch allowance as may be necessary to remunerate 
adequately any additional capital which may have 
been raised or provided in respect of expenditure 
on capital account incurred since the first day of 
January, 1913, and not included in the expenditure 
referred to in the last preceding paragraph, unless 
it can be shown that such expenditure has not en- 
hanced the value of the undertaking.” Third, 
“ Such allowance as appears to the Rates Tribunal 
to be reasonable in respect of capital expenditure, 
not being less than twenty-five thousand pounds 
in the case of any work, and not being capital 
expenditure included in paragraph (a), on works 
which enhance the value of the undertaking, but 
which had not at the beginning of the year 1913 
become fully remunerative.” Then there follows 
another provision for addition: “Provided that, in 
determining the sum which charges will, with effi- 
cient and economic working and management, yield, 
the tribunal shall, with a) view to encouraging the 
taking of early steps for effecting economies in 
working and management expenses rendered pos- 
sible by or in anticipation of amalgamation, take 
into consideration the economies effected by such 
steps already taken, and shall make such allowance 
in respect there of as the tribunal may consider fair 
and equitable to an amount not exceeding 33J per 
cent, of such economies.” 

In short, a prize is offered to the railway companies 
there, that if they can show steps which they have 
taken consequent upon amalgamation to effect tike 
economies which amalgamation, it was hoped, would 
bring about, then they shall be entitled to get an 
enhancement of their revenues — the revenues which 
-they are entitled to earn by their charges — which 
shall be a recognition of the economies which they 
have effected. That seems only fair, and is the con- 
cluding addition which the Statute contemplates. 

You will notice, Sir, that the three 'factors (a), (b) 
and (c), which are to 'be brought into the reckoning, 
all deal with capital expenditure in some shape or 
other. The aggregate net revenues in the year 1913 
are really not concerned, of course, with capital at 
all. What you have to find for the year 1913 ;s 
what were the revenues of those companies. It was 
not so much capital. Capital questions are really 
really irrelevant to that inquiry. It is an investiga- 
tion into income, not into capital. But the three 
following heads deal with expenditure, and they all 
take into account things which have happened since 
1913 in one shape or another — things, therefore, 
which must be properly taken into account when you 
are going to use a standard derived from 1913 for 
fixing charges which are to operate in — what shall we 
saj — 1925 or 1926; and those three heads all deal, 
therefore, with matters relating to capital expendi- 
ture which affect the account since 1913. The first 
of them involves only the ascertainment of a fact 
again. It is peremptory in its terms. It directs that 
a sum equal to 5 per cent, shall be brought into 
account — on what? On capital expenditure forming 
the basis on which interest was allowed at the end of 
tihe period during which the constituent companies 
and subsidiary companies were in the possession of 
the Government. Well, for that long sentence one 
may substitute the 15th August, 1921, .and upon that 
capital expenditure so ascertained, '5 per cent, is 
to be taken and introduced into the calculation. 

Now that arose in this way, that the Government 
guarantee was a Government guarantee of 
the net receipts of the railway companies in 
1913; and it was recognised by the Govern- 
ment that merely to make good the net receipts of 
1913 would not .adequately compensate the railway 
companies in this respect, that the railway companies 
were from day to day spending further capital, which 
further capital would, had the railways been in the 
hands of the companies themselves, have yielded a 
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return ; while the Government under the initial com- 
pensation arrangement would get the benefit of those 
works, while the railway companies and the persons 
who had supplied the money would get no recognition. 
Therefore, at a relatively early stage in the relations 
between the railway companies and the Government, 
note was taken of that circumstance, and provision 
was made for remunerating the capital expenditure 
which from time to time the railway companies were 
making during the period of control — .and I shall 
have a little more to say .about that later — but the 
capital expenditure was capital expenditure in rela- 
tion to the matters from which the net receipts 
guaranteed by the Government were derived. But 
the railway companies continued, of course, to make 
expenditure on other accounts than those which re- 
lated to the items guaranteed by the Government. 
There is, as you know, in Account No. 8 scheduled 
to the Railway Companies Act of 1911, a distinction 
drawn between the first series of items and the 
second series of items, and it has become almost 
colloquial in railway circles to talk of those as 
“ above the line ” and “ below the line.” I do not 
know that any better definition of the distinction 
between the two classes of items was ever formulated 
than that which was taken by the Lord President of 
the Court of Session in Scotland, in giving judgment 
not long ago in the case between the Caledonian 
Bailway and the Lord Advocate. What the learned 
President said was : “ My Lords, very briefly the 
distinction between those two groups of items is 
this : Those which stand ‘ above the line ’ are items 
which are directly affected by the varying volumes of 
the railway company’s business in attracting to itself 
revenue from rates, whether these are railway rates, 
omnibus charges, steamboat rates, canal or dock rates, 
or in attracting to itself revenue from its hotels and 
other subordinate business of that kind, which, in the 
view of those who framed the Schedule, were in like 
manner dependent upon the varying volumes of 
traffic. On the other hand, the items which lie 1 below 
the line ’ are generally items which are not affected by 
the varying conditions of traffic, but may he described 
rather as steady and unvarying items, such as, for 
example, rents.” 

Now, that distinction became a very important 
distinction during the period of control. The 
Government guarantee related to the items above the 
line; the railway companies continued, of course, -do 
draw for themselves the produce of the items below 
the line ; and in connection with the items below the 
line the companies from time to time made additional 
capital expenditure after 1913. As that expenditure 
is entitled to he remunerated by revenue, so it became 
necessary to incorporate in the Statute another com- 
partment. The first compartment is the capital 
expenditure which was recognised by the Government 
as appropriate for extra remuneration over and above 
the original terms of compensation adjusted in 
August, 1914. The second compartment is the com- 
partment of capital expenditure not included in the 
Government’s guarantee, and the distinction is that 
that capital expenditure was capital expenditure in- 
curred by the railway companies in relation, to 
matters below the line, which, therefore, did not 
come in appropriately into the first compartment — 
the compartment of Government guarantee; and the 
phrase is not this time, you notice, a peremptory 
instruction to the Tribunal to give any definite per- 
centage, but j r ou are made the masters of what you 
consider to he an appropriate allowance. It is to 
he such an allowance as may be necessary to re- 
munerate adequately. It will he our task to place 
before you information, which I have no doubt will 
also be criticised on the other side of the Bar, for the 
purpose of arriving at what is the allowance which is 
necessary adequately to remunerate this capital; and 
this capital is “ any additional capital which may 
have been raised or provided in respect of expendi- 
ture on capital account incurred since the 1st day 
of January, 1913 ” — and not included in what I call 
the Government compartment — “ unless it can he 
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® ■? fre SUOi i has not enhanced the 

a ue of the undertaking.*' If those whose interest 
rt s to reduce revenue, and so to reduce the charges, 

in ^ a “ 3 ' Sllch ltem of expenditure has not, 

in fact, enhanced the value of the undertaking, then 

not S entiLrT+ b6 P m tMs com Partment, and is 
not entitled to an allowance upon its remuneration. 

Z hav f pas f ed ° ve , r rath <»' rapidly certain contro- 
veisial words which occur in paragraph ( 6 ), and I 
have done so advisedly, because I shall bring them 
up lor consideration in relation to the actual 
accounts, where I can illustrate the points of diffi- 
culty in a, more concrete form. Then in the last of 
those three paragraphs comes a recognition of a 
rather different matter. Again the critical date is 
the beginning of the year 1913. The railway com- 
panies, as 1 say, at that date had not reached an end 
ol their activities They were growing and active 
undertakings; and that particular moment selected 
arbitrarily for the purpose of this section naturally 
found the railway companies in possession of a large 
number of works which they had set on foot in the 
course of their ordinary enterprise in previous years 
works from which they were entitled to expect 
remuneration as time went on. Many of the works 
which a railway company provides naturally do not 
come into lull yield at once. They undertake many 
forms of works, improvements of various kinds, new 
works and so on, in the hope of attracting traffic 
in the hope of improving their undertaking; and -t 
may be— indeed, it is the fact— that in many cases 
that expenditure is provident and excellent expendi- 
ture; but it is not revenue-earning in its early years, 
or, at any rate, not revenue-earning to its full 
extent; it does not come into full fruition. 

Now, at that particular arbitrary moment, as I sav 
, i°. moment which the Statute has selected— the 
beginning of the year 1913— the railway companies 
were in possession of many works which they had con- 
structed, or had partially constructed, and which 
represented large expenditures of capital, but which 
at that moment, were not contributing to revenue 
either the full, ultimate, anticipated contribution 
which was expected from them, and which the expen- 
diture justified, but were merely in process of coming 
into fruition, and were from their early years making 
relatively small contributions, or possibly in some 
cases no contributions at all. But in the interval 
between 1913 and the present day, these under- 
takings, these works, would, had there been no 
control, m the ordinary course have been making 
their contributions, increasing contributions, until 
they reached their full capacity of yield; and if you 
started simply with the net revenue of 1913, and took 
no cognisance of this practical matter, that revenue 
would be quite inadequate as the revenue to be 
attained now, because it would contain no factor, no 
ingredient, representing the revenues which the rail- 
way companies were entitled to expect, and did hi 
/ pl '°g 1<e ssively °' btain during the period since 
1J13 from those works which they had providently 
embarked upon prior to 1913; and, therefore, recog- 
nition^ of that fact was given in paragraph <c) 
requiting the Tribunal to add an allowance such as 
appears to your Tribunal to be reasonable, in respect 
ol capita] expenditure not already remunerated by 
the Government in compartment A on works which 
enhanced the value of the undertaking, but which 
bad not at this arbitrary date, the beginning of 1913 
become fully remunerative. Again, one sees that this 
paragraph contains a number of perhaps rather 
difficult matters to construe; again, the discretion of 
the Tribunal is invoked. It is to be such allowance 
as you may deem reasonable; and the Legislature, in 
order to prevent too elaborate an inquiry, has taken 
the proverbial rough axe to tlie matter, and has said 
that no items less than £25,000 in the case of any 
work are to be taken into account. That is arbitrary 
agaiiij but I suppose £25,000 was taken as repre- 
senting a substantial new bit of work, and capital 
•expenditure, of course, may mean anything from Id 
to a million, according to what it is spent upon; but 



all capital expenditure below £25,000 in the case of 
any work is to be disregarded— that is, to be treated 
• & out of the case— but any items amounting to £25,000 
■are to be considered, and provided they are not in 
the items which have been dealt with by the Govern- 
ment under their guarantee, then if they enhance 

f W undertakin S> and if at the beginning 

of 1913 they were still in the case of not fully 
remunerating the railway company, an allowance is to 
be given m respect of that capital expenditure— of 
those items. I confess that the words “ enhance the 
value of the undertaking ” open a vista most attrac- 
tive to the legal mmd for debate; but by a singular 
piece of good -fortune the difficulties are not entirely 
vith me, because while the onus is upon the traders 
under paragraph ( 6 ) to show that particular items 
which I put forward have not enhanced the value of 
the undertaking, the onus shifts to me in the next 
paragraph to prove positively that the items I bring 
into account have enhanced the value of the undere 
taking. I do not know whether my learned friends 
and I will be ab e to cancel out our differences at the 
eml of the day, but it will be possibly entertaining to 
the Tribunal to see each of us endeavouring to put 
upon the words the meaning which we think most to 
oui interest, I hope not forgetting that they will have 
a repercussion m the next paragraph, when we come 
to it. I have never seen a more neat dilemma pre- 
sented to counsel than is contained in these para- 
gi aphs (b) and ( c ) in this manner 

Now, I need not go into the question of economies 
at the moment resulting from amalgamation, and 1 
mve therefore given you a general survey of Section 
■ ^"w that Sir, was what was, if I may so 

express it handed to the railways for the purpose of 
he compilation of their schedule of charges, and the 
fiist matter to which attention must he directed is 
he ascertainment of the standard revenue. There 
was a preliminary discussion before this Tribunal 
upon the 27th February, 1923, when you, Sir, were 
good enough to assist us by indicating that the 
inquiry might most usefully be taken in stages and 
indicated to us also what we might devote ourselves 

frem thrt W T l 1” f 0t going to ( l uote “w* 

om that, but I shall take leave to refer to one or 

1° J OUr words - first of a11 to Section 

‘ c yoa sa y the bottom of the right-hand 
column on the first page: “ When we come to the 
rection, I think it is Section 58. w,e see that the 
lates are to he adjusted with reference to what 1 
may call a certain objective. If you look at Section, 58 
you will possibly see more clearly what I mean 
Jhese are the words of Section 58 ’’—which you then 
read; and then you point out upon the third page 
m the left-hand column : “ Now one can see at once 
that those provisions open up a very wide field of 

wTdT' m f n tllel ' e may be and Probably would 
be a difference of opinion as to what was the annual 
net revenue m 1913. I can quite understand varied 
interpretations of the words of the statute being 

which’;* i f Uh re f . (ft) t,le capital expenditure 
which is to form the basis may be again a subject of 

dispute. Then (1>) 1 such allowance as may be neces- 
sary to remunerate adequately ’ may ' he under 
dispute. But all those matters which ‘ultimately T 
not agreed between the parties may be a subject of 
dispute, must be the Tribunal think in the minds 
oi the gentlemen who are now engaged in the arduous 
undertaking of drawing the Schedules and trying to 
get rates that will meet any objection;” and then you 
suggested that statements and summaries mi°htbe 
provided, and so on; and then the ultimate matter 
was this, that after hoping for agreement you said 
this : 1 do not know whether I can usefully say 

mere upon the subject, but I think you will find 
tliat we shall want in connection therewith what is 
the aggregate net revenue for 1913, what allowance 
» for capital expenditure under Section 

08 ( 1 ) (a), (b) and (e).” Then you pass on to other 
matters which were beyond, and the view of yourself 
and your colleagues was this, that quite the best and 
most useful way of going about this difficult matter 
was to ascertain first of all whn.t I may call x pounds 
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You want to find out what I might call the objective 
of the inquiry ; you want to find out what is 
the sum which the charges which you are to fix, plus 
the other sources of revenue, will yield. Given that 
sum, you have discharged to a certain extent the 
difficult task imposed upon you by this section. You 
then know the goal, the objective, of the charges 
which you are to fix. Therefore you instructed us 
that the Inquiry should proceed in stages, and that 
the first stage should be to ascertain what we may 
call x — a sum of money; so many millions of money. 
If you had that sum fixed, you could then proceed to 
ascertain in fact what dharges would give that sum, 
x, taking into account other sources' of revenue. 
That, in broad outline, is the task. It is a task, I 
am afraid, which is easier to state than to discharge; 
but one does want, I think, very much in this In- 
quiry, if possible, to get the broad ideas, the prin- 
ciples of the thing, into one’s head ; and then, I 
think, as one studies it, one finds that a great many 
of the problems fit in, and are not really so 
difficult as might at first sight appear, if 
one has a general survey of the situation. You 
want, first of all, to get this sum of money, and then 
you have to fix charges which, taking into account 
other sources of revenue, will give that sum of money. 
Ac I conceive it, the purpose of the present Inquiry 
is, therefore, to ascertain this sum of money — to fill in 
a- equal qua. Now, in order to do that the railway 
companies had, of course, to make a survey of the 
position, first of all, of all the constituent and sub- 
sidiary companies; and I am going, with your leave, 
to explain what we have done. 

We had, as I have said, first of all, to get what 
really was an historical matter cleared up : what 
ivere the net revenues of all those railway companies, 
the constituent and subsidiary companies; what in 
fact were their net revenues. Well, on the very thes- 
hold there occurred a question which you envisaged, 
Sir, in your remarks on the 27th February, 1923, 
What is the net revenue of a constituent company or 
a subsidiary company in the year 1913? It so happens 
that the term “ net revenue ” is not used in the 
Railway Accounts Act. I am now asking your atten- 
tion for a moment to that Statute which was passed 
in 1911 in response to the demand on the part of the 
public, and I think of the Government, for more de- 
tailed information as to railway accounts; and the 
form of the Statute, the text of the Statute itself, is 
very short; but the schedules are very long; and the 
operative part of the Act was just this, that it- pro- 
vided that the railway companies should in future fur- 
nish to the Board of Trade yearly accounts and 
returns in the statutory form scheduled to that Act. 
I may draw attention to this, that in Section 6 of 
the Act of 1911 the expression “ railway company ” 
is defined, and one finds that it does not include all 
railway companies. The expression “ railway com- 
pany ” means any company or person working a rail- 
way under lease or otherwise, and the expression 
“railway” means a railway authorised by special Act. 
There is quite a considerable category of railway 
companies known as non-working railway companies. 
The Accounts Act of 1911 accordingly did not apply to 
them, and their accounts did not require to he kept in 
conformity with the schedule to the Act I should 
first point out that it was to come into action (Sec- 
tion 7, sub-section (2i)) on the 1st day of January, 
1913; so that the first statutory accounts under the 
1941 formula was a series ol accounts for the year 
1913, as it so happens. It was a mere coincidence 
that it happened to he the last complete pre-war 
year — perhaps a fortunate coincidence; I do not know 
— but, at any rate, that was the first year in which 
the Statute operated, and you find, a large series of 
forms prescribed, some of which we shall have to look 
at a little more closely later; hut so far as I a,m aware 
we do not find the exact expression “ net revenue ” 
which is used in Section 58 of the Act of 1921, em- 
ployed in the Act of 1911. [f you will he good enough, 
Sir, to turn to Account No. 8 scheduled to the Act 



of 1911, you will see there ,a series of accounts begin, 
which are headed, however, “ Revenue Accounts.” 
Nos. 8 to 18 are so described, and No. 8, which is tlio 
most important account for our purposes, is headed 
“ Revenue Receipts and Expenditure of the whole 
Undertaking.” I underline the word “revenue” there. . 
At the foot of tlie page you find the expression used 
“ Total net income ” — observe, not “ total revenue,” 
but “ total net income,” brought out after bringing 
into account the items above and the items below the 
line. The seven items above .the line were the seven 
items to which the Government guarantee 
related. The remaining items below the line were 
those with which the Government control did not 
interfere. The . miscellaneous receipts continued to 
he drawn by the railway companies, and the position 
was not affected as regards them, nor did the 
guarantee apply to them. Now, Sir, a question arose, 
Where are we to go for the ascertainment of this 
historical fact ; what was tlie net revenue of any one 
of those companies, constituent or subsidiary, in the 
year 1913? I think you will agree with us that the 
proper place to go for that was the Statutory Ac- 
counts. Those were accounts prepared in a form 
which had been very carefully considered, and had 
been prescribed for the very purpose of giving ac- 
curate and detailed information upon just the topic 
which we want to get at here. After all, what you 
want t-o find, I suppose, at the end of the day 's 
what charges, with other sources of revenue, will 
adequately remunerate the capital expended by the 
railway companies — will give the shareholders and 
the lenders to the companies a fair return for their 
money — a fair encouragement to others to entrust 
their money to the railway companies. Well, then, 
the accounts of the railway companies prepared 
under the 1911 system show what were in 1913 the 
funds available for that purpose, the funds available 
after all the working expenses had been met — what 
was left over for the purpose of the remuneration 
of capital. That is the sum which really you want 
to get at, if you look at it in the largest sense — the 
sum which you want to get at, because that 
is the sum which is to be yielded by the charges to 
he imposed in favour of the persons who have sup- 
plied the capital of the companies. Now these cc- 
counts were prepared for the express purpose of 
bringing out those sums — the sums of money which 
remained after you had brought into account all that 
you got, and had debited all that you had laid out, 
and were left with a residue which was the 
residue representing the profit on the trading if 
the undertaking. The Minister of Transport con- 
sidered this question in one of a series of useful 
critical memoranda, with which' we were furnished. 
It is marked F. 4885. I am told by the learned 
Solicitor-General that this has been, before the Tri- 
bunal for some time, and I shall from time to t.-’me 
refer, of course, to these papers and others with 
which the Ministry has favoured us. The Minister 
has been in these papers, if I may so, a useful critic 
in bringing out the points for consideration. He has 
not taken sides one way or the other. He has merely 
indicated th at there a rent aifcters req u iring consideration , 
and matters, therefore, of course, which we carefully 
considered, and which, no doubt, were equally care- 
fully considered by my friends. May I just pass at 
once upon this matter to page 8 of that memo- 
randum, “ It is thought that it will assist the Tri- 
bunal if the published accounts for the year 1913 
are aggregated for each amalgamated company, and 
a summary statement is in course of compilation. It 
A as been necessary to re-shape the accounts of the 
non-working companies to which the Act of 1911 did 
not apply, hut, subject to this minor adjustment, the 
summary to be submitted will show, under the 
statutory headings, the aggregate figures for the year 
1913 taken from the published accounts of all the 
companies forming the Amalgamated Company ” ; so 
that for the assistance of the Tribunal the Ministry 
did exactly what one would expect anyone to do in 
tlie circumstances; they went to the published 
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accounts to see what was the position, and prepared 
a summary statement pointing out, as I have already 
pointed out, that those accounts under Section’ 6 of 
t'he 1911 Act do not apply to non-working companies. 
The non-working companies’ accounts are not compli- 
cated; I believe, at any rate, they have been knocked 
into shape, and have been re-cast so as to comply 
with the same principles of preparation as the com- 
panies which fell under the 1911 Act. The Ministry 
goes on : “ While these or similar figures will doubt- 
less provide a basis for fixing the standard revenue 
of a group, it is to be noted that: — 

“ (a) The Aot of 1921 does not refer to the pub- 
lished accounts for the year 1913 and the 
question whether these published accounts 
lire to be regarded as final for this purpose 
is not one upon which the Minister could 
with propriety express an opinion. 

“ (b) As already indicated the aggregate figures 
are not necessarily composed of identical 
parts. 

“ (c) It is necessary to determine the precise 
meaning of the expression ‘ Annual Net 
Revenue ’ as used in the Act of 1921. 

“It may be that the decisions under (a) and (c) 
may make ( b ) (differences in 1913 methods of account- 
ing) immaterial, and attention is merely directed to 
the point at this stage in order that sight may not be 
lost of its possible bearing. It is obvious that, when 
1913 figures come to be compared with the estimated 
figures upon which the new standard rates are based 
or with a future year, all the various methods of 
each constituent and subsidiary Company cannot be 
perpetuated by the amalgamated Company and that 
comparisons cannot, therefore, be quite exact. 

“ The words ‘ Net Revenue ’ do not appear in the 
Statutory Accounts and may admit of several mean- 
ings, the effect of each of which is explained later.” 
Now I am not going on there, because one gets on to 
the question of joint companies, and so on. One just 
wants to link up the opening statement on page 1, 
which refers to the statutory form of railway accounts, 
with the conclusion on page 10. If I may, I will go 
first to the opening words under the Railway Accounts 
and Returns Act, 1911 : “ Under the Railway Com- 
panies (Accounts and Returns) Act, 1911, each work- 
ing Company was, as from 1st January, 1913, required 
to compile its accounts in the form scheduled to that 
Act, but the Act did not itself define the meaning to 
be given to the various items in the Accounts. While 
it is understood that a considerable measure of uni- 
formity in methods of compilation has been attained 
as a result of the voluntary adoption of a set of 
instructions compiled by a Committee of Railway 
Accountants for the guidance of the companies, it 
would not be correct to assume that each of the 
companies embodied in one of the new amalgamated 
companies compiled its accounts upon identical lines, 
or that the Accounts of an amalgamated company for 
a. future year will he comparable in every respect with 
the aggregate accounts of its constituent and sub- 
sidiary companies for the year 1913.” 

Then you pass on to page 10: “ Possible meanings 
of ‘ Net Revenue’ ” in the margin: “ The possible 
meanings of Annual Net Revenue apart from this 
question of Joint Lines appear to include: — 

“ (i) Net Receipts in respect of Railway Work- 
ing. (A/ct. No. 10.) 

“ (ii) Net Receipts' in respect of Railway and 
other businesses usually known as the 
1 above the line’ items. (A/ct. No. 8.) 

“ (iii) Total Net Income. (A/ct. No. 8.) 

“ (iv) Total Net Income less Interest Rental and 
other Fixed charges, other than Interest 
and Dividends on Capital issued and ap- 
propriations to general reserve and other 
special purposes. (A/ct. No. 9.) 

“ As regards Railway Working it is pointed out 
that Section 58 (4) requires the Tribunal to consider 
the results of working ancillary businesses. Further 
the amount to be included in the standard under 



Section 58 (i) (a) is referable to capital expenditure 
forming the basis on which interest was paid under 
the Railway Agreements. Such expenditure, for the 
purposes of the Railway Agreements, was related to 
all the 1 above the line,’ businesses.” I think no 
one could maintain that the firot meaning is the 
accurate one, namely, net receipts in respect of rail- 
way working. The second formula, “If ‘ above the 
line ’ were regarded as the Standard, difficulty would 
arise in making comparisons between 1913 and a 
future year due to transfers from below to above 
the line or in the reverse direction. These may be 
due to : — 

“ (a) Variations in practice. 

“(b) The results of Amalgamation. 

“ (c) Change in use or treatment of property. 

“ Then again the effect of ‘ above the line ’ trans- 
actions upon General Interest ‘ below the line ’ may 
be substantial, e.fj., 

“ (cl) Reserve or Suspense accounts for above 
the line purposes are not usually calculated 
upon a Sinking Fund basis. The interest 
which they earn affects the account below 
the line. 

“ (e) Interest on Floating Capital, e.cj., Stores 
purchased in advance of use. If a com- 
pany purchases in bulk, the interest on 
the money tied up affects the account 
‘ below the line,’ while any saving effected 
by bulk buying affects the account 1 above 
the line.’ 

“ The effect in interest of shorter or longer credit 
allowed on carriage accounts is felt ‘ below the line.’ 
“ In considering whether (iii) the transactions 
‘ below the line ’ in Account No. 8 should be taken 
into the Standard it would be necessary also to con- 
sider whether (ivl Account No. 9 could be dis- 
regarded, since the charges to Account No. 9 may 
be regarded as partly complimentary to the credits 
(below the line) to Account No. 8, e.p., General 
Interest paid Account No. 9 and received Account 
No. 8. Lump Sum tolls, do. 

“ The latter item incidentally illustrates the ex- 
treme difficulty of earmarking any particular profits 
as “ Railway.” If to take a hypothetical case, a 
company in 1916 opened a new branch line at a cost 
of, say, £100,000, it would be entitled under Section 
58 (1) (a) to include .an amount of £5,000 per annum 
in its standard. If another company had a right of 
user at, say, 6 <1. per ton, the owning company’s 
revenue therefrom would be in Account No. 10, but if 
at a. flat rate of £1,000 per .annum in account No. 8 
‘ below the line.’ On the other hand, the company 
paying the flat £1,000 per annum would suffer this 
amount if the Standard bad not regard to Account 
No. 9. If it paid per ton, there would be a deduction 
from Traffic receipts in Account No. 10.” 

Upon a careful consideration of the various possible 
means whidh are there suggested as attributable to 
net revenue, the companies early became satisfied that 
the fourth method was the sound method, that is to 
say, that : “ Total Net Income less Interest Rental and 
other Fixed charges, other than Interest and Dividends 
on Capital issued a.nd appropriations to general reserve 
and other special purposes,!’ was what we were in 
search of. That figure when ascertained would be the 
net income of 1913 available for remuneration of 
capital and other appropriations -to reserve and for 
purposes at the discretion of the Crown; which would 
be, in short, the sum which, after they had met the 
outgoings, after they had worked their railway for 
the year and made all their charges and everything 
else, would be what would be left- over at the end of 
the year for the remuneration of their capital. In 
short, it would represent what they had made during 
the course of the year 'by conducting their railway 
operations. There is one point only to add, that in 
this formula we interpret “ Interest and Dividends 
on Capital Issued ” as including interest that we 
have to pay on our debenture stock a.nd debentures 
and capital loans, as well as dividends which are paid 
on shares and stocks. 
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Now, that is the way in which we (have proceeded 
in this case. What we did — I shall now try tc assist 
the Tribunal by making them familiar with the way 
in which we set about our task — first of all, was that 
we collected volumes of the railway accounts of all the 
constituent and subsidiary railway companies of the 
country; and, haying got these for the year 1913, we 
bound them up in four volumes which combined the 
published financial accounts and statistical returns of 
each of the four amalgamated companies. Accordingly, 
when I take the London Midland and Scottish Rail- 
ways Company’s volume, I find in it the published 
accounts for 1913 of every one of the railways which 
have now amalgamated in that company, it contains 
the published accounts of the London and North 
Western, the Midland, and so on. These will be put 
in. 

Mr. Morrison : I think this is a document with 
which we have not been supplied. 

President : I hope you will have an opportunity 

of seeing this volume certainly. 

Mr. Morrison : Thank you, Sir. 

Lord Advocate : I should explain that there is 
nothing new in these. These are just the published 
accounts. 

President : Yes ; but they are new, so to speak, to 
us and to the other side for the moment. In that 
sense they are new. 

Lord Advocate : Yes; and they are also new in this 
sense, that they do contain recast accounts of the 
non-working companies. The other accounts are 
available to anyone who would be able to get --them ; 
they are the published accounts merely brought into 
one volume. I find I have made a mistake; none of 
these forms contain 'anything but the published ac- 
counts. The recast accounts are not in this one. 
These contain nothing more than the published ac- 
counts of the railway companies which every one 
gets; the things' You put into the waste-paper basket 
when you get them annually. They are an absolute 
reproduction of the published accounts brought into 
one volume. Therefore there is nothing fresh in 
them, but they are conveniently aggregated in this 
form; and my friends shall have them for their con- 
venience. 

President : What is the particular argument in 
respect of that, or the facts you are going to state in. 
respect to these forms? Do they simply vouch a 
figure which appears in a subsequent book ? 

Lord Advocate : They vouch the figures for each 
railway company of the net revenue which they carry 
to the account we have compiled. 

President : But against that figure in the form you 
have been kind enough to supply me with, is the 
word “ adjusted.” Have these been adjusted? 

Lord Advocate : No, in no way. 

President : So as to produce a figure subsequently. 

Lord Advocate : No, they are not adjusted accounts. 
The adjustments are to be found in the other little 
coloured volumes corresponding. 

President : What do you wish specially to bring to 
our notice in connection with these forms? 

TjOvcI Advocate : On one or two items I think it will 
be necessary to refer to and explain some discrepancies 
in the accounts. There will have to be some correc- 
tions to be made, incidental accountancy matters, 
which I do not think I can explain unless I illustrate 
them from the accounts of a particular company. 

President : We have the material in these forms 
when you come to explain those discrepancies to us? 

Lord Advocate : Yes. Meantime all I want you to 
do is to explain that these volumes consist of the 
published accounts of all the railway companies which 
published accounts under the Act of 1911. 

Sir Douglas Hogg : What happens when there is a 
non-working railway? 

Mr. Jepson: Will the Tribunal have put before 
them ia statement showing the nature of readjustments 
from the 1913 figures as published here, and the sub- 
mission of the Standard Revenue Account — the last 
submission of the railway companies — shall we have 
a statement put before us showing what has been 
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the nature of the readjustments between these and 
the others? 

Lord Advocate : Yes, you shall; and fortunately 

they are very few in number. 

Mr. Jepson : It might be useful to see the natme 
of the readjustments. 

Lord Advocate : Perhaps I might do it at once. 
Will you take one of the smaller books? There are 
four of them. 

President : What is there written on the outside 
of the hooks so that we may identify them? 

Lord Advocate: The one I have is entitled 

‘London and North Eastern Railway Company. 
Railways Act, 1921 — Section 68. Adjustment of 
Powers of Charging to Revenue.” There are four 
such volumes of different colours. Perhaps for fur- 
ther identification you will look up on the right hand 
corner and you will find these are marked R. T. 2a, 
3a, 4a, and 5a. 

President: Ours are not so marked at present. 

Will yon tell us how they are marked, because ours 
are not? 

Lord Advocate : As far as tbe document in your 
hand is concerned, is there a small printed para- 
graph at the foot saying, “ Copies of this document 
may be obtained from the secretary ”? 

President: Yes. 

Lord Advocate. : There is another with which it 
might have been confused. 

President : Will you tell me what I am to mark 
them ? 

JjOrcl Advocate : The brown coloured one is the 

London and North Eastern Railway Company. 
That is marked R. T. 2a. The blue one is the 
London Midland and Scottish; that is marked 
R. T. 3a. The lemon coloured one is the. Great 
Western; that is marked R. T. 4a. The half 
coloured one is the Southern Railway and 

that is marked R. T. 5a. I propose to ask 
you to take the London Midland and Scottish in 
hand. That is R.T. 3a. The account which you find 
on page 1 of that volume is common to the whole of 
the four volumes. It is the result of our investigations 
and our compilations and contains the figures which we 
to-day advocate for your acceptance. You will notice 
that there are four columns first of all devoted each 
to one of these amalgamated companies. The total 
column contains a summation of the preceding columns. 
In each volume the company with which that volume 
deals is indicated in leaded type. In the one before 
you you will find the London Midland and Scottish 
Railway Company is shown in heavy type. Each of 
the books has the same schedule and contains the 
same figures. The first item which appeal's in the 
summary is described as “ Total Net Income as per 
Account No. 8 of Published Accounts, Year 1913 
(Adjusted).” Following along, one sees for each of 
the four companies the figure so arried at, with the 
total of £51,089,934. We have accordingly proceeded 
upon the basis that the proper quarter in which to 
find the net revenue of each of the companies is in the 
published accounts of that company for 1913; and, as 
the first item of the account contained in each of these 
four books, we have entered the figure taken from the 
Account No. 8 of each of the companies comprised in 
that amalgamation summed up with certain adjust- 
ments which I shall explain in a moment. But the 
primary source of thoso figures is to he found in 
Account No. 8 I think I shall have the assent of th; 
Tribunal to this, that there was practically no other 
method possible or practicable. Apart from the 
published accounts there was in existence really no 
record of the 1913 revenues. There survived, no 
doubt, a considerable amount of material, but the 
compilers of those accounts had in some cases left 
the railway company’s service, some had died, some 
were no longer available. These accounts were the 
accounts which had been compiled in compliance 
with 'the requirements of the Statute, duly audited, 
and accepted by tbe Board of Trade. Much more 
important, they were the accounts which were ac- 
cepted by the Government as the basis of the com- 
pensation which the State paid to the railways in 
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respect of the Government control. These figures 
have been the accepted basis of the published accounts 
upon which all transactions between the Government 
and the railway companies have proceeded; and it is 
our submission that there is no other source to which 
one can go, and, indeed, that there is no other source 
to which one ought to go, for the purpose of ascertain- 
ing what is the net revenue of the companies. After 
all, the accounts from which the figures are borrowed 
are described as revenue accounts, and the amounts 
which we have taken as total net income are the 
figures which appear in the revenue accounts of the 
companies, and in particular in Revenue Account 
No 8, at the foot of the page, comprising items above 
and below the line. I emphasise that point because 
it may be that you will find that the Traders will 
ask that the published accounts be not taken, or, at 
any rate, be not taken as conclusive, and that in- 
vestigation should take place of the printed accounts 
for the purpose of inquiring into the correctness of 
these accounts. So far as we are concerned we shall 
most strenuously oppose any such suggestion; and 
here, I think, possibly comes at once one of the types 
of question upon which you may ultimately have to 
pass in judgment: Are you to accept the contention 
ol the railway companies that the proper source of 
tlie figures is to be found in the published accounts 
of the railway companies — the proper source of the 
figures from which the aggregate net revenues are 
to be built up — or are these accounts to be re-opened? 
I say that because, among the communications which 
fve have received, there has been a suggestion that 
he Deterioration Account should be re-opened, or 
might have to be re-opened. I can imagine nothing 
more appalling than the re-opening of these enormous 
accounts for a series of years for the purpose of pro- 
fessing to correct the way in which they have been 
compiled and the entries which have been made in 
them. Of course, if the traders desire to re-open 
them because they conceive that at any one point 
they may get advantage from doing so, I need 
scarcely say that the railway companies would 
equally desire to re-open them; and the vista of con- 
troversy and inquiry which is thus opened, however 
attractive it might be to persons in my profession, 
would not be in the interests of the public, nor would 
io assist the Tribunal at the end of the day to come 
to a decision. But thus early I wish to emphasise 
a point, which is this, that you will find, as we ex- 
pound our accounts, that they are prepared on the 
basis of the 1913 accounts as published, and that any 
adjustments that we have made are not in relation 
to matters that occurred before 1913 but solely with 
relation to matters which have occurred since 1913. 

We therefore put it as a cardinal point in our case 
that the source from which the figures are to be 
taken, and taken without question, are the pub- 
lished accounts of the railway companies; and that 
the adjustments to which I shall allude shortly, 
which it may be legitimate to make, are only such 
adjustments as arise on matters subsequent to 1913. 
Any re-opening of the accounts, as I have said, is 
now an impracticable matter, and you will hear from 
our witnesses what it would mean. I am only — I 
will not say intelligently anticipating. I am only 
surmising that may be one of the points which may 
be taken. Of course, if the published accounts are 
not to bo taken and the figures arc not to be derived 
from that souce, the whole matters are at -large; 
because our accounts, having been prepared on that 
basis and vouched through the medium of those 
accounts, I suppose would have to be all scrapped. 
I do not know what would happen; but at any rate 
we need to begin all -over again, and no one,- as far 
as I know, has hitherto thought of doing so. But 
our submission, as I have said, is that these accounts 
are the proper source of this information. 

Now, having brought together the accounts of the 
London Midland and Scottish Railway Company’s 
constituent and absorbed companies, all of whose pub- 
lished accounts are in this volume, you might have 
said it was mere arithmetic just to go through 
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each of those and jot down the amount- you will find 
at the foot of the Account No. 8 for -each of those 
companies — that is to say, to aggregate the total net 
income in each of these published accounts which you 
would find as a summation of Account No. 8 of each 
company. That, in effect, is what we have done. We 
have taken the item “ total net income from Account 
No. 8 ” from each of the working companies that 
kept accounts under the 1911 Statute. The non- 
working companies’ accounts were kept on a somewhat 
different basis, as I have said, and therefore we could 
not get exactly the same contribution from them; but 
we have got figures which have been adjusted for them 
and adjusted from their published -accounts, and 
brought into the calculation. 

Before I go to the items which explain the word 
“ adjusted,” I think I should ask you to take a first 
general glance at this account. The first item is 
the total net income from the Account No. 8 of each 
of the companies, with certain adjustments. Then 
the next thing we have done in thus following out the 
fourth method suggested by the Minister of Trans- 
port has been to deduct “ interest, rentals, and other 
fixed charges, other than interest on loans, Debenture 
Stock Rent charge stock and other similar stocks 
(where the -principal sum is included in. Capital Re- 
ceipts Account No. 4) as per Account No. 9 of Pub- 
lished Accounts, Year 1913.” If you will look now at 
Account No. 9, which is the next scheduled Account 
to the Act of 1911, you will see that that account 
proceeds upon rather a curious basis. It is headed 
“ Proposed Appropriation of Net Income.” I do 
not think that title is a very happy one really because 
one generally speaks of appropriation as the appro- 
priation of a fund to dividend and reserve, carry 
forward, and so on. When you come to look at the 
items you will see first there is “ Balance brought 
forward ” — we need not trouble with that. The next 
tiling is “ Net Income as per Statement No. 8.” That- 
is a figure carried up from down below. “ Appro- 
priation from Reserve ” — that is something taken 
from the reserves of the company and brought into 
Revenue Account. Then comes a series of items to 
be deducted : “ Interest, Rentals, and other Fixed 

charges to be stated by each company in the order of 
propriety.” Then follow nine items which are totalled. 
These items are all of very different characters. 
Item 1 — interest and superannuation and other funds 
— is truly an item of expenditure. The Superannua- 
tion Fund is debtor to the railway company for the 
contributions to interest which the railway company 
has to pay; and these are really -and truly items of 
expenditure which should be deducted from revenue 
receipts because they h-ave to be provided before you 
reach the length, of ascertaining the dividend fund. 
Rent charges or feu duties and annuities, again, are 
obligatory payments on the part of a railway com- 
pany which are not truly appropriations of net income 
in the ordinary sense. Rent charges and feu duties 
have to he paid to the earned revenue. Then the 
third item “ Chief Rents, Wayleaves, etc.”, including 
lump-sum tolls is again utilised necessarily to earn 
revenues. You pay a lump-sum toll for the use of a 
company’s railway system, or access to another rail- 
way, and that is to enable you to earn revenue which 
you find on the other side of the account. Then the 
scene changes and the next item — interest on -loans 
— is certainly nearer an appropriation of income in 
the ordinary sense, beoause that is providing out of 
the earnings of the undertaking the remuneration -of 
the persons who have lent their money to the company. 
Similarly, the next item — interest on Debenture 
Stocks. That is, again, the remuneration of the 
capital provided. Then you revert in items 6, 7, and 
8, to payments that have to he paid out by the com- 
pany. Item 9 is “ Special Items, if any.” That is 
an ambiguous item which may fall into the one 
category or the other. All these things are to be 
deducted from the figure at the top of the page; and 
then you have “ Balance after Payment of Fixed 
Charges.” Then comes “ Appropriation to Reserve 
and other special purposes ” ; “ Totals — .” That is 
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in the discretion of the Directors. Then you come to 
dividends on guaranteed and preference stocks — that 
is true appropriation of profits — and “ Total.” Then 
“ Balance available for dividend on ordinary stocks.” 
So is that totalled. 

The result is that upon that page me find set out 
not merely appropriations^ of profit in the ordinary 
sense but also a series of items which truly are ex- 
penditure items and which ought properly to be de- 
ducted from the net income which we have got on 
page 8 before you reach appropriation to your deben- 
tures; debenture stock, and stocks and shares. That 
is, therefore, what the Minister of Transport has in 
mind in the fourth method, which we suggest is the 
right method. We have taken the total net income less 
a series of items which are to be found in Account 
No. 9, and which are out-goings before interest and 
dividends on debenture stock, debentures and capital 
loans, shares and stocks, are found. Accordingly, 
reverting now to the main account in R. T. 3a, we 
have deducted all those items from the total net in- 
come; and the result is to give us the aggregate net- 
revenues in the year 1913 of the constituent and 
subsidiary companies. Of course, that item, “ interest, 
rentals, and other fixed charges,” will have to come 
in again and play another part at a later stage of 
our calculation. It will not be the same figure that 
will come in; but a figure under that head will have 
to be brought in When you come down ultimately to 
fix your standard revenue figure — -the ultimate figure. 
Because you will have to fix charges so that they 
will provide the interest, rentals, and other fixed 
charges. But for the purpose of getting the aggregate 
net revenues for the year 1913 you subtract them 
at this point, recognising that you will insert later a 
corresponding entry bywayof addition. Theimportance 
of that is this, that if you did not do it in that way 
you would stereotype, as you can see in the Standard 
Revenue, the fixed charges which, after all, are 
variable figures; and I think I shall have the assent 
of all the accountants that, if this is the right way 
to do it, the proper way is to take out all those fixed 
charges here and put them in later at the time when 
we are fixing the standard revenue of the charges. 

Mr. J epson : In the same way that you could do 
with the ordinary working expenses P 

Lord Advocate: Yes; and they vary with the 

undertaking’s history from time to time; therefore 
I do not think I shall encounter controversy there. 
The next three items — 3, 4 and 5, as they are num- 
bered down the right-hand side — are our own ren- 
derings of paragraphs (a), (b) and (c), that we claim 
under these three heads should be brought into ac- 
count along with the aggregate net revenues in order 
to give you x pounds. Then there appears, sixth, 
an item not yet ascertained being allowance in res- 
pect of economies effected, or in anticipation of amal- 
gamation. That is the sum which, when ascertained, 
we may get from your bounty 33J per cent. upon. 
But the scheme of this account as you see it before 
you is to take the total net income per Account No. 
8 from each of the companies embraced in the amal- 
gamated company, to make certain adjustments ; n 
respect of matters since 1913, to deduct the interest, 
rentals, and other fixed charges as found in Account 
No. 9, so to reach the aggregate net revenues, and 
then-, to the best of our ability, to evaluate the items 
(«), ( b ) and (e). Then when you have got all these 
together, if we add the last item, 6, in addition, we 
shall be able to fill in the bottom column, which will 
be the standard revenue. You will notice on the 
right-hand side of this account certain references. 
The heading of the column is “ For details in respect 
of the London Midland and Scottish Company see 
Schedule and Folios.” The schedules follow, and 
Schedule A is a schedule which explains how the 
items in leaded print have been brought together — 
that is to say, explanatory of the £20,031,545. 

The detail work of that is given in Schedule A, 
Folio 2, infra. Similarly the details with regard to 
the deduction of interest, rentals, and other charges, 
is to be found in Schedule B. Would you correct 



Folio 4 in the next column. Schedule B gives us the 
detail, and that begins on Folio 4. Similarly, we have 
exposed to the criticism of our friends — in Schedules 
C, D and E, at pages 5, 22 and 35 respectively — the 
method upon which we have proceeded in evaluating 
our interests under paragraphs (a), ( b ) and (c). So 
that when you have those in your hand you have a 
general conspectus of our case, and you have marginal 
references to the detailed explanations to be found in 
the later portions of the book. 

I propose, in what I have to say next, to deal with 
the London Midland and Scottish case as typical of 
the other cases, and it will not be necessary, I 
think, to go in any detail into the other 'books, because 
all the points — with -one or two exceptions — of any 
possible controversy can be expounded as arising on 
this account; and I hope to make them emerge with 
sufficient clearness to ascertain from my friends 
whether they are to be controversial on those paints 
■or not. 

Sir Douglas Hogg : I think it is a convenient plan, 
as suggested by the learned Lord Advocate, that we 
should try and discover wliat are the points of con- 
troversy by looking at these figures ; but I ought to 
say at once that I am not in a position at present to 
challenge the figures which are furnished here. They 
have taken, I think, two years to compile, and we 
have had them for less than three weeks ; and it 
has, of course, been impossible to check them or to go 
through them. I think it is convenient to use them 
as illustrations, but I hope the Tribunal will not 
expect me — I could not help them if they did — to 
analyse and discuss the figures, as to their correctness 
or otherwise, or to deal with them other than as 
illustrations of points of principle which I understood 
we were about to discuss. I do not imagine there will 
be any difference with my friend, but I thought it 
right to say that at once, because we have not the 
material necessary. 

President : As we go through them, no doubt the 
Lord Advocate will indicate the subjects which may 
be matters of dispute between you, and then I dare 
say you will tell me whether you can accept that 
putting of the case for the purpose of raising the 
point you desire to raise. 

Sir Douglas Hogg : Yes. 

President : But I quite understand your position, 
if I may say so. You do not want to be committed 
by any formal acceptance of these figures or this 
method as being correct at present? 

Sir Douglas Hogg : If you please, Sir. It was 
just to safeguard that position. 

President: It may not come to as much as we 
think now. It may possibly narrow the points of 
discussion. 

Sir Douglas Hogg : Quite so. 

Lord Advocate : I think the position is absolutely 
sound, and I say to you frankly at once that I do 
not think I shall succeed in getting all the figures 
that are there. These represent our best attempt to 
interpret the Act. I should be a remarkable advo- 
cate if I succeeded in getting my way on all the 
points of this complicated case, because it would be 
the greatest triumph of my career if I did — any more 
than Sir Douglas would expect to get his way on all 
the points on which he differs from me. But this is 
the bast of our attempt to give you the figures, and 
it does represent our interpretation upon these points 
of controversy. I am going to -adopt exactly the 
method Sir Douglas -hopes I will do when I come to 
the point about the adoption or non-adoption of the 
printed accounts; I at once sounded at note of 
warning, and I said to you : Are we to have any 
opening or not? I made my submission upon that; 
and as I go through this, using those figures by way 
of exemplification, I -hope I shall be able to- get my 
friend and his clients to accept the basis on which 
we have proceeded. It is true that these particular 
documents have only been in my -friend’s 
hands for a short time, but most .of the 
figures that have gone to their compilation 
have been discussed before. There has been much 
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which has passed between the parties beforehand. 
The actual figures now here have not been before them 
for a sufficient time, no doubt, to enable them to 
decide about them, but many of the ingredients have 
been fully discussed. 

(After a short 

Lord Advocate : I think I had now better address 
myself to the question o.f how we have adjusted the 
total net income appearing in Account No. 8 of the 
published accounts of the railway companies for the 
purpose of providing item No. 1 in Folio 1 of the 
four statements now in your hands. As I have ex- 
plained, the adjustments which we have made are 
adjustments to give effect to matters which were not 
before those who compiled the accounts in 1913. There 
have been two main adjustments on the actual figures. 
The first is one which can be explained in very simple 
language. Subsequent to the passing of the 1913 Act, 
which you recall empowered the railway companies, 
or rather justified the railway companies in increasing 
the rates in so far as the increases were attributable 
to the increased cost due to improved labour condi- 
tions in consequence of the passing of that Act, the 
railway companies as from the 1st July, 1913, raised 
their rates, their exceptional rates, not their class 
rates, by 4 per cent., and you may remember how 
that was advertised broadcast in the country. That 
increase was opposed by the traders, and the question 
was litigated before the Railway and Canal Com- 
mission. It was not really until considerably later that 
the decision was obtained upon the subject, and three 
of the railway companies took this course. They said 
as regards the increased yield due to the concession of 
the 4 per cent, increase, we really do not know in 
1913 whether it is going to be ours or not. They 
accordingly took the course, which was a very reason- 
able one, of carrying the proceeds of the 4 per cent-, 
increase to a suspense account to await the decision of 
the controversy as to whether they could justify that 
4 per cent, increase. It was subsequently held that in 
law the 4 per cent, increase was justified, with the 
result that the railway companies were held to have 
been well founded in increasing their rates by 4 per 
cent, as from the 1st July, 1913. Now, what we have 
done is this. We have written 'back to the 1913 
accounts this 4 per cent. It was revenue of 1913, because 
it was the produce of rates which were in operation 
in 1913, and had it not been that the legality of that 
increase was called in question, the produce of that 
4 per cent, increase would, in the ordinary course, 
have found its way into the 1913 accounts, and the 
sole reason why it does not appear in the case cf 
three of the companies in the income of working 
and in Account No. 8 was just this, that they pre- 
ferred to be prudent in the matter and hold the 
matter in suspense until they knew whether they 
were to retain it or not, because if they bad brougnt 
it into revenue that year they might have distributed 
ic in dividends, and they might have found them- 
selves in the embarrassing position later on that the 
money had not been legitimately obtained. It was 
subsequently held that it was legitimately ohtaine 1, 
and therefore it found its place properly in the 1913 
account. With that explanation it seems to me that 
there can be no controversy as to the legitimacy of 
the inclusion of the produce of the increased rate m 
the 1913 accounts. It is added, you see, to the 191.3 
net income,. not on a revision of the 1913 income at 
all, but merely because it has since 1913 been held 
that the sums earned in 1913 by the increased race 
were properly income of 1913, and more by token 
the Government has throughout, in its negotiations 
with us, held that that 4 per cent, increase, the yield 
of that 4 per cent, increase, was revenue of 1913 for 
the purpose of compensation. So that on all hands, 
both in principle and in practice, one may, I think, 
fairly represent that this adjustment, the writing 
back of the produce of the increase of 4 per cent., 
is a legitimate operation if you are going to have 
the net revenue of the companies for that year. If 
you will look, Sir, now for a moment at Schedule A, 
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President : Would it be convenient, as you seem to 
have come to a new stage in your argument, to 
adjourn now? 

Lord Advocate : If you please, Sir. 
adjournment.) 

which is the schedule containing the details of the 
net income, you will find that we there set out 
the figures for e.ic-h of the constituent companies, 
which are ultimately carried to Folio 1, and this 
matter of the 4 per cent, increase in rates you will 
find on Folio 3. The first item of Folio 3, Schedule 
A, is this: “ Add sums placed to the credit of sus- 
pense accounts in respect of the 4 per cent, increase 
in rates out of the revenue of 1913.” Then you see 
the figures appearing for the constituent companies 
and the subsidiary companies and the joint lines, 
and that in all is £169,127. We say, therefore, that 
when you take the net income from Account No. 8 
of each of the companies, you ought to add to that 
£169,127, because that, in truth, was income of 1913 
held in abeyance until it was seen whether it, in law, 
was part of the income for that year. I wish all 
the other points were as simple to explain as that, 
but that one is very simple, and you see the issue at 
once — in fact, I do not know whether there is an 
issue, and if there is I should hope it will not be 
contested. 

Now the next matter to which I propose to refer 
is the Southern Railway Company. The Southern 
Railway Company propose to write into their total 
net income for 1913 a sum of £20,000. The justifica- 
tion for that is this. The Southern Railway Company 
were in controversy with the Postmaster-General as to 
the mails contract, and in 1913 that controversy was 
brought to a termination by an agreement under 
which the Post Office agreed to pay £20,000 addi- 
tional to the Southern Railway in respect of their 
services as mail carriers, and under that agreement 
the increased payment was made retrospective to the 
1st January, 1913. The contention of the Southern 
Railway Company, or, rather, of the South Fasten 
and Chatham Railway Company, was that they were 
being underpaid for the services rendered, and ulti- 
mately the Government recognised that they were, 
and conceded the additional sum of £20,000 a year 
payable as from the 1st January, 1913. Here, again, 
1 have a, very simple item to deal with. I crave leave 
to add the £20,000 which in point of fact was 
referable to the services rendered in 1913 to my 
accounts for the Southern Railway Company. If 1 
do that I add that to the net income shown in 
Account No. 8 of the Constituent and subsidiary 
companies for the Southern Railway. I was right 
when I said that the controversy was in existence 
before 1913. It was merely a question again of 
quantifying the amount of the extra payment to be 
made. The South Eastern and Chatham Railway 
Company were in controversy with the Government 
in 1912 on this contract, June 1912, and the only 
question really was how much. Well, of course, they 
ooukl not take any credit in 1913 until they knew 
how much. In 1915 they were first taken. They 
were in a position to say how much, and the how much 
was £20,000; so they say that they are entitled in 
compiling their net revenue now for 1913 to take 
credit for the £20,000 which should have been in 
that year’s accounts, and would have been in that 
year’s accounts had that controversy been settled in 
1912, as it should have been, instead of postponed 
until 1915. In this case also the Government have 
accepted that as a sound view for purposes of com- 
pensation. May I just draw attention in this relation 
to the recognition by the Government of the 4 per- 
cent. addition. If you will be good enough to look for 
a. moment at Section 12 of the A.ot of 1921, you will 
find there a statutory recognition of the appropriate- 
ness of carrying this 4 per cent, into account. That 
section deals with the allocation of compensation 
under railway agreements. You remember that the 
sum of £60,000,000 was to be paid over in two install- 
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ments of £30,000,000 to the companies; and then with 
regard to the first instalment of £30,000,000 Section 
12 prescribed liow it is to be dealt with, and says : 

“ The sum of twenty-four million five hundred 
thousand pounds shall be forthwith distributed 
amongst the companies to which the said section 
applies ” — that is the preceding section — 11 in pro- 
portion to the net receipts of those companies ” — that 
is the phrase used there — “ the net receipts of those 
companies, respectively, during the year 1913, covered 
by the first seven items in account No. 8 of the First 
Schedule to the Railway Companies (Accounts and 
Returns) Act, 1911, as already agreed for the purpose 
of the compensation accounts (between the Government 
and the railway companies (but excluding any receipts 
classified as miscellaneous receipts (net) in the said 
Account No. 8), supplemented by — -(i) the inclusion in 
such net receipts of any sums placed to the credit of a 
suspense account in respect of the 4 per cent, in- 
crease in rates out of the revenue of 1913; 
and (id) the addition of any sums payable by the 
Government to the said companies respectively for 
the 19.20 under the agreements or arrangements afore- 
said in respect of interest on capital expenditure. ” 
So that it has even, indeed, statutory sanction, the 
writing back of the 4 per cent, due to the increase 
of 1913. Now these are the two matters of adjust- 
ment which both result in an addition to the net 
income account. There has also to be a deduction 
from the net income account. This deduction has to 
be made consequent, really, upon amalgamation. The 
Statute does not tell us to make it, 'but I think it 
must in equity inevitably be made. It arises in this 
way. Quite a number of the companies which ulti- 
mately formed the amalgamated group had part of 
their capital invested in the undertakings of other 
companies with which they were then amalgamated. 
Take a simple case; I do not know whether it existed 
in fact or not, but take the new amalgamated London 
and North Eastern. If the North Eastern Company 
had an investment in Great Northern Stock, and then 
amalgamation took place, you then had the 
remarkable position of investor and investee, 
if I might use that expression, between the 
same person, because there was then an amalgama- 
tion of the two persons, the person making the in- 
vestment and the person giving the investment. 
That raised a rather curious state of matters : What 
was to be done in relation to those sums, which were 
sums of capital of a company forming one of the con- 
stituent or subsidiary companies which was repre- 
sented by an investment in one of the other under- 
takings with which it was then and there to be amal- 
gamated. Now there has not been complete uniform- 
ity of action on the part of the railway companies in 
dealing with this matter. There have been a num- 
ber of cases in which, when that state of matters 
which I have described existed, the investments were 
held to be cancelled; that is to. say, they disappeared 
altogether. On the other hand, in some cases, in 
one or two instances I am bound to say by inadver- 
tence. in other cases advisedly, these sums invested 
by one or other of the ultimate partners in each 
other’s undertakings were continued, and still exist, 
and are represented now by stock of the amalgamated 
company. We have on page 3 made a. deduction in 
respect of the cancelled investments. I have just ex- 
plained the addition of the 4 per cent, which is the 
first matter dealt with on Folio 3. Immediately 
below that you see: “Deduct: Amount included; in 
the total net income of 1913, in respect of interest 
and dividends from investments in other companies 
m the group, where such investments have been can- 
celled as a result of amalgamation or absorption 
schemes.” In. these cases where the investment was 
merely cancelled out, the position seems, I think, to 
be quite correct, because there would appear in the 
accounts of one of the companies, the investing com- 
pany, the dividend paid by its neighbour to it on 
the capital invested in that company. On the other 
hand, in the books of the company with whom the 
investment was made there would appear the pay- 



ment made by that company by way of dividend or 
interest to the company which had invested its fund. 
Then if you coalesce the two companies you find that 
the person receiving and the person paying are the 
same person, and consequently the cancellation has 
taken place, as you see there, in quite a number of 
instances. On the other hand, the cancellation has 
not taken place in other instances. 

President : You mean in every instance in the 
same almalgamated company — or do you mean the 
different amalgamated companies have adopted the 
different methods ? 

Lord Advocate : Both things have occurred, oddly 
enough. The Great Western Railway Company has 
not cancelled anything. I think the three other com- 
panies have all partly cancelled and partly not can- 
celled. There have been instances in each company’s 
case of the survival of these investments. Now where 
cancellation actually took place it was plain that you 
would have to deduct from our statement of net 
income the produce of that investment as a credit of 
net income. It is in No. 8, you see; but it would not 
be fair to keep it there after amalgamation, because 
otherwise you would be debiting the trader with it 
twice, and the consequence was this, that we felt, 
although the Statute does not in terms direct us to 
do this, that it was the inevitable consequence of 
dealing now, after amalgamation, with the 1913 
Standard Revenue, that we should recognise this can- 
cellation or this result of amalgamation by reducing 
our net income shown in Account No. 8 by the 
amount of the revenue of these cancelled investments, 
and that is what represents the sum which you will 
see in the case of the London Midland and Scottish. 
We suggest that £146,755 be deducted from the sum- 
mation of the net income accounts of all these con- 
stituent and subsidiary companies now embraced in 
the London Midland and Scottish Railway in respect 
of which there have been domestic investments can- 
celled inter se as the result of amalgamation — again, 
a matter, you observe, resulting not from anything 
which could have been foreseen when the 1913 
accounts were compiled, but something which has 
happened after 1913 and which would render it un- 
fair to the traders to take the 1913 accounts without 
an adjustment. This is an adjustment in the 
interests of the traders. The previous adjustment 
was entered in our favour. 

President : Are these all the instances in, the Lon- 
don, Midland and Scottish Railway Company of this 
sort of thing which you wish to bring to our notice P 

Lord Advocate : Yes. 

President : In that book ? 

Lord Advocate : Yes. 

Mr. -Jepson : I should like to ask you a question with 
regard to these deductions that are made, say, from 
the Callander and Oban Railway. These figures, I 
suppose, amounting to £146,755, would be deducted 
from the gross revenue of those respective companies 
before the net income is reached? 

Lord Advocate: No. These would be treated as 
appropriation of income in Account No. 9. 

Mr. -Jepson : That clears the point which I had in 
my mind ; because I find it in the local, small com- 
panies’ accounts, as a decrease from gross revenue 
before the net income was arrived at. You were 
really taking it twice. 

Lord Advocate : Exactly. That is just the answer, 
if I may say so. These are treated in the way I have 
described in No. 9 Account. 

Mr. Jepson: It gives, it as a dividend after you 
have found the net income? 

Lord Advocate : That is the method on which 
Account No. 9 is prepared. I do not know whether 
it is a sound accountancy matter or not. When we 
encountered this fact that these investments were in 
this position we felt that we must in fairness make a 
deduction from the 1913 income in that respect, and 
this figure here of £146,775 represents the deduction 
in respect of merged interest on dividends on domestic 
investments within the amalgamation group, can- 
celled in consequence of amalgamation. 
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Mr. F. G. Thomas : Does that apply to all such 
cases, or where they have been actually cancelled P 

Lord Advocate : It applies only to those cases where 
there has been actual cancellation. 

ill?-. F. 0. Thomas : So the other matters would not 
be taken into account. 

Lord Advocate : I am going to deal with that. As 
I mentioned, there were instances in which there had 
not been cancellation; but, first of all, would you 
just look .at the foot of that page in order to get it 
out of the way. There is a small matter there of 
£17,526 which is described as, “Add further adjust- 
ments: — Caledonian. Railway* — Receipts included in 
No. 9 Account,” and there then appear two entries, 
“ Moiety of Interest on — Barrhead Annuities Stock, 
Dundee and Arbroath Guaranteed Stock.” Now, 
quite frankly, these have to he added because of a 
mistake in the Caledonian Railway Company’s 
accounts. These items were really erroneously in- 
cluded in Account No. 9 of the Caledonian Railway 
Company instead of being in Account No. 8. It was 
a mistake discovered in the compilation of the accounts 
of the Caledonian Railway Company, and the cor- 
rection has been made by way of adding these back. 
If you wish for & reference to that you will find it on 
page 92 of the big blue book where you will see how 
the thing has been dealt with, and has been dealt with 
erroneously by the Caledonian Railway Company, and 
that item was accordingly corrected. 

Now, may I go. to the topic to which Mr. Thomas 
referred. What about the lion-cancelled invest- 
ments ? 

President : This £17,526 had been passed by the 
auditors ? 

Lord Advocate : Yes, it had been. 

Sir Douglas Hogg : In the conclusive account. 

Lord Advocate : All that is wrong with it is that 
it is displaced; it is in No. 9 Account, and it should 
be in No. 8. 

President : It may disturb an account. 

Lord Advocate : Yes. I mean it is not a new item ; 
it is an item which is in the printed account, bur 
it is in its wrong place. I now propose to say a 
word about the n on-cancelled investments of which 
there are a number of instances, and I think in par- 
ticular in the case of the Great Western Railway 
Company there has been no cancellation of their in- 
vestments. 

President : It is not necessary to refer to that 
book for the purpose of the argument, is it? 

Lord Advocate : Not at this stage, Sir. As I have 
sa ; d, in some instances, only a few, investments were 
not cancelled through inadvertence. There is an 
example of that in the case of the 'Callander and 
Oban line. The London and North Western and the 
Caledonian Railway Company 

President : Are we back again on the London, 

Midland and Scottish now? 

Lord Advocate : Yes, Sir. The London and North 
Western Railway Company and the Caledonian Rail- 
way Company both contributed capital to the Cal- 
lander and Oban line, and some of the Callander and 
Oban stock, the revenue from which was included in 
the revenue from investments in other companies, 
was overlooked and at the time of the amalgamation 
iv as not cancelled as other investments were can- 
celled, and consequently stock of the London, Mid- 
land and Scottish Railway Company, the amal- 
gamated company, was issued in exchange for that 
small parcel of Callander and Oban stock, and is still 
held by the railway company; so that the London, 
Midland and Scottish Railway Company holds' a small 
parcel of its own stock which was issued under the 
authority- of the amalgamation scheme which, again, 
has the authority of a Statute, to the London, Mid- 
land and Scottish Railway Company in respect of 
this small holding which had been held in the Cal- 
lander and Oban line. 

President: Are you calling our attention to any 
particular item now on this book? 

Lord Advocate : There is a particular item on that. 
It is hardly necessary to open the book, but yon 
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do find at page 98 of the Caledonian published ac- 
counts an item in the General Balance 'Sheet No. 8, 
“ Investments in Stocks and Shares held by the 
Company and Advances to other Companies, not 
charged as Capital Expenditure, £72,352 15s. lid.” 
Now, there lurks in that figure of £72,000 a parcel 
of Callander and Oban stock. It was not discoverd 
and it was not cancelled, and consequently under 
the statutory scheme of amalgamation stock was 
issued for it, stock issued, of course, to the persons 
appearing in the books of the company as holders 
of stock at the time of the amalgamation, and die 
London and North Western Railway Company appear 
as a bolder of stock in the Callander and Oban line ; 
consequently there was issued to it under the scheme 
of amalgamation a certain amount of stock repre- 
senting that holding. There is no mystery about it. 

Mr. Jepson: This is Caledonian; you said North 
Western. 

Lord Advocate : The North Western portion of it 
was cancelled. It was issued to the Caledonian. 

Mr. Jepson: That is quite outside the Callander 
and Oban £16,559 that we have dealt with as having 
been cancelled. 

Lord Advocate : Quite outside. It is a small parcel 
of Callander and Oban stock overlooked, and it is 
now represented by stock of the London, Midland 
and Scottish Railway Company. 

Mr. TjOchet: It holds its own stock? 

Lord Advocate : Yes. 

Mr. Jepson: Could you tell me what amount that 
represented of the £72,000? 

Tjord Advocate : I will get the figure for you in 
a moment. 

President : How does this appear in your present 
balance sheet ; as an investment, or what ? 

Tjord Advocate : It appears as an investment of 
the London, Midland and. Scottish Railway Company, 
and has attributed to it a dividend. Now, that, as 
I have said, was an inadvertence; it was merely an 
oversight, but in other cases it has been done inten- 
tionally and advisedly. Take the Midland Railway 
Company. At page 34 of the same large volume of the 
published accounts you will see the General Balance 
Sheet No.. 18 of the Midland Railway Company, and 
there in that balance sheet on the credit side appears 
an item, “ Investments in Company’s own Stocks 
received in exchange for Investments in Stocks and 
Shares of other Railway Compamies, £418,057 8s. lid.” 
None of that was cancelled, and all of that is repre- 
sented by stock issued against it and held 'by the 
London, Midland and Scottish Railway Company. 
In short, the London, Midland and Scottish Railway 
Company to that extent holds an investment in its 
own stock, and it was judged expedient to take that 
course in order that the company might have in hand 
some portion of its own stock. There is no cancel- 
lation of that, and therefore the revenues from it are 
not deducted on folio 3 of “ R. T. 38 ” or the other 
“ R. T.’s.” The Great Western Railway Company 
cancelled none of those investments. 

Mr. Jepson: I suppose, as in the case of the small 
holding of the Callander and Oban stock by the 
London, Midland and. Scottish Railway Company, 
this amount of £418,000 will be shown to-day in the 
London, Midland and Scottish Railway Company’s 
accounts as an investment in their own stock? 

Lord Advocate : Certainly. 

Mr. Jepson : And carrying a dividend, and the 
interest on that which accrues is brought into the 
revenue? 

Tjord Advocate : Certainly. In the case of the 

Great Western there has been no cancellation at all. 
They had a number of investments and things like 
the Alexander Docks, and so on, and they did not 
cancel their investments, and in their case the sum 
is as much as £1,820,779. That is the total of the 
nucancelled stock of the companies which are now 
included in the Great Western, and the Great 
Western Railway Company holds close on £2,000,000 
of its own stock, representing those investments. 
The first observation upon this matter from the point 
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of view of the ipresent inquiry is that the traders are 
really not the least interested in this matter ; they 
are not interested in our pre-1913 capital account at 
all ; so far as 1913 is concerned they are interested in 
the revenues of 1913, but they are not interested in 
our capital arrangements pre-1913 at all. Now, as 
it turns out. they suffer in no way whatever from the 
retention by us of those investments. In point of 
fact, the way the thing works out is this : If the 
London, Midland and Scottish holds part of its own 
stock then its general income account includes the 
dividend which it pays upon its own holding in its 
own stock, and that sum is then carried to the credit 
of the income or revenue of the London, Midland and 
Scottish; but being another source of revenue, not 
being the produce of a charge or rate, not . being 
a working earning of the company, it is 

deducted from the total revenues of the London. 
Midland and Scottish before the figure which 
lias to be raised by rates and charges is 
ascertained, and therefore the traders in this 
calculation are not invited to raise any part 
of that what 1 may call domestic dividend because it 
is a deduction from other sources of revenue, and not 
from the revenue which they are to raise. On the 
contrary, they in effect benefit by it, because credit 
is taken for the yield for this dividend from the 
company as another source of revenue, and to that 
extent the total of the revenue to be raised from rates 
and charges is pro tantu diminished. Now, as long 
then as the company retains the investment in its 
own name there is, I submit, no possibility — I cannot 
conceive of any possibility — of prejudice arising to 
the trader, but I can conceive of a question arising if 
and when the company chooses to sell these shares. It 
can, of course, at any moment put its own shares upon 
the market, and if it puts those shares upon the 
market and sells them the result is that there will 
disappear the dividend which the company is at 
present paying itself and which, as another source of 
revenue, diminishes the amount to be found by the 
rates and charges, and the sum realised, the produce 
of the disposal of those shares on the market, will 
go, I take it, to the capital account of the railway 
company. Now, let us follow it out a bit to see if 
there is any possibility of injury to the trader there. 
If the London. Midland and Scottish Railway Com- 
pany sells London, Midland and Scottish stock and 
proceeds to invest the proceeds in something 
eke then, again, the trader is not injured in any 
way. Matters are as they were before, because what 
would happen then would he that the income account 
would be credited with the dividends received from 
the substituted investment just as the income account 
was credited with the income received from itself. 
Suppose they sold their stock and invested it in War 
Loan, then the revenue received from that source 
would simply again be another source of revenue, and 
matters would be as they were. Suppose, on the other 
hand, that the produce of the sale of those non- 
cancelled investments represented now by London, 
Midland and Scottish stock was invested in the 
undertaking. Suppose, being minded to build a new 
bridge or to double a line, or something of that sort, 
the London, Midland and Scottish Railway Company 
sold a parcel of its own stock which it has at the 
moment and defrayed the proceeds to the capital 
cost of the construction of that work. Would the 
trader be hurt by that transaction ? Again, I submit 
not, for this reason : Of course, one may say right 
away what leaps to the eye would be this, that if the 
company spends the money remuneratively on a 
bridge, or a widening, or anything of that sort, then 
revenue will be added to by the increased earning 
power of the undertaking which has been improved 
by the expenditure, and in view of dividend you will 
have increased earnings. That is one way of looking 
at it; but there is another way, and possibly a more 
conclusive way of looking at it from my point 
of view, and that is this : That if it be expended on 
the undertaking now it is expenditure in truth of 
pre-1913 capital, and if it be expenditure of pre-1913 



capital we are not entitled to take credit for it under 
paragraph (b) of Section 58 (1), because that, as you 
will recall, gives us an allowance in respect of capital 
raised or provided in respect of expenditure S’lice 
1st January, 1913. This capital so available to us 
could not be described as capital either raised or 
provided in respect of expenditure since 1913, and 
therefore we would not be entitled, as I conceive, to 
bring it into that compartment of the account in 
order to ask recognition of it as expenditure since 
1st January, 1913, in respect of which we had raised 
or provided capital, and in that way I think it 
appears at once that the trader is in no way pre- 
judiced by this manipulation — I use it in no sinister 
sense; by this method — which the railway companies 
have adopted in dealing with those investments. If 
you work it out in any way you please I think you 
will find that there is no risk of injustice to the 
trader. I think there would be injustice to the trader, 
if I may say so, if one sought to bring it as capital 
raised or provided. It would not he capital raised, 
but capita] raised or provided in respect of expendi- 
ture since 1st January, 1913. Now, that point was 
present to the minds of the traders and present to 
our minds also as involving a possible duplication, 
but note that it will only arise if and when those 
stocks are sold upon the market and the shares have 
become dividend yielding in our own hands and are 
represented by some new work of the railway com- 
pany, used as capital of the railway company. 

Mr. Locket : I suppose there is no possibility of 
these particular stocks being cancelled now? 

Lord Advocate : No, because they w r ere dealt with 
satisfactorily. They were dealt with under . the 
amalgamation scheme. 

Mr. Locket : They are permanent investments now? 

Lord Advocate : Yes. 

Mr. Locket : If they were to be cancelled it would 
have a material effect. 

Lord Advocate : They are now covenanted invest- 
ments because they have got the seal of Parlia- 
mentary approval upon them. Putting it quite 
shortly, as long as the company holds them and 
attribute dividend to them no one is a whit the 
worse. The only place where it seems to me criticism 
might arise would be this. What if you sell them 
and apply them for other capital purposes of your 
company? If you buy a new investment it is as 
broad as it is long. Suppose you sell them and use 
the proceeds for the purpose of capital expenditure, 
is there a risk there? There would be a risk of 
injustice if we sought to claim that as expenditure 
for which we had raised or provided capital under 
what I call compartment B of Section 58 (1), bgcause 
plainly, on one hand, we are taking it out of revenue, 
and, on the other hand, asking the trader to produce 
rates to give us the money, the income, which we had 
by our own course of action forfeited. Now, if we 
do not take in the investments in question if and 
when sold into compartment B, I respectfully submit 
that there is no prejudice suffered, and therefore that 
the course we have pursued is perfectly correct, 
namely, that where we have cancelled the invest- 
ments we make a deduction ; where we have not can- 
celled we leave matters as they are and we carry to 
net income account the dividends which we pay our- 
selves upon those converted stocks which are now 
London, Midland and Scottish, or as the case may be. 

Mr. -J epson : Is not there a danger of duplication 
there. You pay yourselves the dividends on these 
converted stocks, and you bring it into the net income 
account. That net income account has already been 
credited with the full earnings on that capital. If 
it still belonged to the other company in some way or 
another, the earnings of the company would have 
been depleted in the amount paid out. Now, by being 
in the one company’s hands, you are getting the full 
revenue in your net income account, and you are 
getting in addition now the interest on these invest- 
ments which you hold in your own stock. Is not that 
a duplication? 

Lord Advocate : I do not think so, Sir. 
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Mr. J epson : That is only just present in my mind, 
and I would like to 'have it clear. 

Lord Advocate : It depends, of course, at what stage 
of the account you debit the interest. 

Mr. J epson : When you said it came into the net 
income account item before, it is the same as some rate 
per ton of goods coming into the net income account. 

ljord Advocate : If it comes in there it will come off 
appropriation account, of course, later. It must; but 
I will have tiro point looked into. I do not want to 
answer questions without being quite sure. 

Mr. J epson: I may be absolutely wrong, but 1 
would like to get it clear. 

Lord Advocate : A note has been taken of the point. 
If I were a little more intelligent I should be able to 
answer it at once, but I cannot. 

Mr. J epson: May I ask a question with regard to 
( b ) ? Supposing these stocks were sold and the money 
was spent on a new bridge, say, in 1924 or 1925, 
that would be capital expenditure since 1913; and 
you said that as the capital was in existence prior 
to 1913 no claim could be made under sub-section 
(6). But sub-section (6) refers to expenditure made 
since 1913, does it not, not capital raised or provided 
since 1913, or in existence? 

Lord Advocate : It is capital raised or provided 
in respect of expenditure since the 1st of January, 
1913. 

Mr. ,T epson: In respect of expenditure since the 
1st day of January, 1913. 

President : Supposing you provided it out of your 
own resources which you had before, why should not 
you get interest on it? 

Lord Advocate : This expenditure which we are 
contemplating here is expenditure in the expenditure 
account incurred since the 1st day of January, 1913, 
but up to a certain moment only, namely, up to the 
time when you are fixing the standard rates, and if 
the capital expenditure were after that time it would 
not go into this at all. You put to me, I hope I 
apprehend rightly, expenditure which we might make 
a couple of years after on a new work. What happens 
there is this, that we are only entitled on a revision 
under Section 59 to bring in capital expenditure 
after that. 

M(r. J epson: That is to say, the capital expendi- 
ture would be after that, but I thought the point 
you put to us was this, that as this capital had been 
in existence pre-1913 no claim could therefore be 
established under Sub-section (6) ; but, of course, 
Sub-section ( b ) does not say that; it speaks not of 
capital which was in existence pre-1913, but of 
capital raised or provided in respect of expenditure 
after the 1st of January, 1913. 

Lord Advocate : I think I have got the right 

answer, and I shall make it with reserve; but the 
right answer is this, I think, that in terms that 
capital being capital provided for the purpose of a 
work which had been constructed after 1913 is one 
of the things that might have been brought into 
Section 58 (1) (a), but that we do not think it would 
be equitable, although in terms it might be included, 
to bring into that account the proceeds of the sale 
of investments in our own stock which represent un- 
cancelled investments of a domestic character. In 
short, we have not a method of avoiding the dupli- 
cation which you have in mind, Mr. Jepson. It was 
apparent to us that if you did not find, so to speak, 
some counterbalance for it somewhere or other you 
might be doing an injustice to the trader by charging 
him twice for the same thing. Our view was that 
although literally it might be brought in there it 
was excluded from that, then there was a reasonable 
balance. I think that is the contention. 

Mr. Abcid y: You said Section 58 (1) (a); it is 
Section 58 (1) (5). 

Lord Advocate : Yes, I am obliged. 

Mr. Jepson: Provided that is excluded. 

Lord Advocate : I think that was the view we 
took. 

Sir Douglas ILogg : Does that mean that you say 
you have the right to do that? 
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Lord Advocate : You will be surprised at the 
number of instances where we are doing that through- 
out this account. I am coming to some more in- 
stances on the same side which I trust will be 
reciprocated from your side. 

Now that in short, Sir, is the explanation of this 
question of the cancelled investments. It all arose, 
did it not, out of my pointing out that we had in 
this case to make some alterations upon the summa- 
tion of the net income; and the alterations which 
we had to make were (1) the 4 per cent, to be added; 

(2) the Southern Company’s mail contract subsidy 
increase of £1,000. We had to deduct, on the other 
hand, the produce of the cancelled investments, and 
this long explanation I have had to make was merely 
an excursus, so to speak, upon the main line of my 
argument. I merely went into a siding for a moment 
in order to explain what was the position of some 
investments of which you will find traces in the 
accounts, and not cancelled, and to explain to you 
how we had to deal with them. I now resume the 
main line of my speech. 

President : You only wish us to take those remarks 
with regard to the £146,755 at present. When you 
come to other cases in other Schedules you will 
call our attention to them? 

Lord Advocate : Yes. But that does not represent 
all domestic investments; it represents the interest 
on the cancelled domestic investments, so that you 
will understand now what that item is, and why we 
deduct it. Ait the same time I have given an 
explanation that in some instances we have not can- 
celled, and I have tried to show that the non- 
cancellation by the method we have adopted in the 
compilation of this account does not injure my 
friends, but if they can show us that it does injure 
them in any way I shall be the first person to listen 
to them. 

President : But in the case of the London, Midland 
and Scottish you have given us this item of £418,027, 
and that other item with regard to the Callander 
and Oban. Is there anything more in regard to the 
London, Midland and Scottish to which you wish to 
call our attention? 

Lord Advocate : No; I think those are the two 
instances — the Callander and Oban and the Midland 
Railway. 

President : In the case of the Callander and Oban, 
they were kind enough to say they would look it up. 

I do not know whether they can give us the amount? 

Lord Advocate : I am afraid I have misled the 
Tribunal. It is not the Callander and Oban. I have 
called it by the wrong name. It is the Cathcart 
District of the Lanarkshire and Ayrshire. The total 
item is £19,710. That is the capital — the cancelled 
investments of the Caledonian Railway. 

Mr. Jepson: That is for both? 

Lord Advocate : Yes. For the Cathcart District 
you will see the detail is £19,710 of cancelled 
Caledonian investments in those two railways. I am „ 
very sorry about the Callander and Oban going dowui 
in the notes. Perhaps it might on revisal be dealt 
with. 

Sir Douglas ILogg : With regard to this £19,710, 
do you mean that is the nominal capital of those 
two, or do you mean that that is the income from the 
investments of those two railways .in the year 1913; 
in other words, that it is a similar figure to the 
£16,500? 

Lord Advocate: No. It is nominal capital. It is a 
small tiling; it is trifling really. It represents the 
amount of the capital investment of the Caledonian 
Railway Company in those two subsidiary companies. 

Sir Douglas LJogg : Then the real corresponding 
figure would be something much less than that. 

Lord Advocate : Yesi; it is really hardly worth 
bothering about. 

President : It is worth having for the purpose of 
identification when you are dealing with it. 

Lord Advocate : Yes. At the end of the day it 
will be as small as dust in the balance, but it is a kind 
of thing which, if not explained at tho time, may 
produce irritation later on. 
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Mr. J epson : As it stands on the note, I think yon 
said that the North Western and 'Caledonian both 
contributed to this capital? 

Lord Advocate : They did. 

President : Is that the case for the Cathcart Dis- 
trict of the Lanarkshire and Ayrshire as it was for 
the Callander and Oban? 

Lord Advocate : No; I am wrong. The Caledonian 
contributed to the two companies I have mentioned. 

President : So that it is confined to the Caledonian? 

Lord Advocate : Yes. I have been wrong about the 
Callander and Oban and the contributions from the 
London and North Western altogether. I got on to 
the wrong matter. That excursus has probably occu- 
pied more time than it was worth, but I thought it 
was desirable to make it. Let me come back to the 
main line. I now propose to say a word about another 
figure which is contained in the net income — the first 
item; that is, the method which we have adopted for 
dealing with joint lines. This is one of the topics 
which I approach with respect because of its 
complexity, but I think I shall be able to reduce it to 
manageable compass. The position is that there are, 
of course, various kinds of joint lines. The task of 
amalgamation was not quite so simple as it might 
have appeared at first. It was not a question, you 
see, whenever it had been decided that there were to 
be four groups, of merely parcelling out all the 
existing companies into one or other group. It was 
found that there were in point of fact companies in 
which the ultimate amalgamated companies would 
be found to be still jointly interested. Some of the 
joint companies fortunately ceased to exist, 
because the joint holders, or the parties jointly 
interested in the joint companies, by their 
amalgamation coalesced, with the result that you 
had a complete merging of those undertakings 
in which previously two companies had been 
interested. As the two became one and their 
interests coalesced, and as the joint company 
itself could not come into the amalgamation scheme 
they disappeared altogether. There are, if I may 
remind you, really first of all two main types of joint 
lines. There are the joint lines which keep 1 separate 
accounts and which are specially dealt with in the 
Railway Accounts Act, 1911. If you would be good 
enough to look at Account No. 10 annexed to the 
Railway Companies Act of 1911 you will see on the 
credit side of the account the last but one item is “ J. : 
Joint Lines.” The heading of the account is “ Re- 
ceipts and Expenditure in Respect of Railway Work- 
ing ” and under the general heading of “ Gross Re- 
ceipts ” you find a category “ J. : .Joint Lines.” 

Now there is an asterisk and carrying one’s eye down 
to the foot of the page the asterisk indicates this : 
“ Under this heading should be entered only the ex- 
penditure or receipts of jointly owned and jointly 
leased lines in respect of which the accounts are pre- 
pared by or for the joint committee and are nor 
already embodied in those of the parent companies 
(see Abstract J). In the case of other joint lines, 
the company’s proportion of the revenue and ex- 
penditure to be spread over the various heads on the 
respective sides of this Account.” Now turning io 
A bstract J, which you will find two pages further 
on. Abstract J is entitled: “Jointly Owned and 

Jointly Leased Lines. Receipts and Expenditure.” 
Then at the bottom you will find first of all “ Gross 
Receipts,” and then “Total Receipts, Company’s 
proportion,” and similarly with regard to the ex- 
penditure “ Company’s Proportion,” that is to say 
the proportion of the company whose accounts are 
being compiled. 

Then there is a note that this abstract should have 
entered in it the receipts and expenditure of jointly 
owned and jointly leased lines in respect of which 
the accounts are prepared by or for the Joint Com- 
mittee, and are not embodied under the receipts 
headings of the parent company. Now the companies 
which we call “ J ” joint lines are accordingly com- 
panies which have separate accounts of their own — 
accounts which they prepare for themselves— and 



generally that class of joint line is managed by a 
committee appointed by the companies mutually 
interested in it. They are statutory committees, and 
There are various instances which will at once occur 
to the mind of the Tribunal. One of the best known 
is the Cheshire Lines Committee where you have 
more than one company interested in .a line. The 
Cheshire Lines Committee has its own accounts 
properly prepared — fully prepared — and therefore it 
is a “ J ” joint line. It 'has not disappeared in 
consequence of amalgamation, because the persons 
interested in it — that is to say, the persons appointed 
to the Committee which manages it — do not happen 
to be the same persons. Two groups — the London, 
Midland and Scottish and the London and North 
Eastern — continue to be interested in this company, 
and therefore that company maintains its identity 
and has not been either amalgamated or absorbed. 

I may at this stage draw attention to Section 51 
of the Act of 1921 which will show how you are going 
to deal with this at a later stage. You will naturally 
ask : What is the tariff to be charged by the Cheshire 
Lines Committee, because they are not an amal- 
gamated company? They stand outside the amal- 
gamation, and, therefore, the schedule of rates and 
charges which you are about to fix will not apply to 
them. Where are they to get their warrant for 
charging? Here is how the Statute has dealt with 
them in Section 51 : “ Where a railway is owned 
jointly by two or more railway • companies (being 
amalgamated companies or railway companies to 
which a schedule of standard charges has been 
applied), then for the purposes of this part of this 
Act, (a) if the route lies wholly on the railway of one 
of the owning companies and the jointly owned 
railway, the charges shall be the charges which would 
have been chargeable if the whole route had been 
over the railway of that owning company; and ( b ) 
in any other case, the charges in respect of the jointly 
owned railway shall be the charges appearing 
in the schedule of charges applied to that rail- 
way.” Then Section 33 must be read in conjunction 
with that: “As respects railway companies, other 
than amalgamated companies and light railway com- 
panies and railway companies whose powers of 
charging have, since the fourteenth day of 
August, 1919, been increased by special Act either 
generally or in relation to any particular class of 
traffic, the rates tribunal shall apply to each such 
company the Schedule of Charges of each one of the 
amalgamated companies as, after considering any 
objections thereto which may be lodged within the 
prescribed time, and in the prescribed manner and 
after giving the company in question and all other- 
parties w-liom they consider to be entitled to be 
heard before them an opportunity of being heard, 
appears to the Tribunal to be most appropriate 
to the case of that company.” This is 

a charming illustration of the temporary 

adoption of the doctrine of Cy-pr'es to railway ad- 
ministration. I have no doubt that my learned friend 
Mr. Clausen will be able to help me on this point. 
Of the various Schedules you have to take the thing 
which is most nearly apposite to this company. You 
have in mind, Sir, the “ J ” joint line, that is to 
say, a line which keeps its own accounts separately. 
Then you have another class not a “ J ” joint line, 
but a joint line which is worked by each of the hold- 
ing companies for its own traffic. In such a case it 
is not the practice to include separate accounts of the 
receipts and expenses of each holding company in its 
published accounts, such receipts and expenses being 
included in the accounts as part of receipts and 
expenses arising on the holding companies railway. 

There is another case — the case where the joint 
line is divided into sections and each of the com- 
panies jointly interested in it works a section of 
it for itself. Now that really does not present any 
very great difficulty because the company treats the 
portion of the joint line over which it works its own 
traffic as if it were part of its own system and just 
carries the receipts and expenditure to its 
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own account, but it is from the capital point 
of view jointly interested in the whole of 
that undertaking. Consequently, for our pre- 
sent purposes we really have got four classes 
of joint lines to consider. There is first of all the 
“ J ” joint lines, that is to say, those generally 
managed by a separate committee of which the 
Cheshire Lines Committee may be taken as typical, 
which have their own accounts kept in conformity 
with the statute and do really have a more or less 
independent existence — the “ J ” joint lines which 
continue their identity and contiue to exist as 
separate undertakings after amalgamation 

President : What do you do with the earnings of 
that species of joint lines? 

Lord Advocate : I have to bring them into relation 
with this account. What we do is this : Where it 
continues to exist as a separate undertaking, the 
receipts of the jointly owning company are part of 
the net income of the jointly owning company, and in 
1913 — of course it is 1913 that we are dealing with; 
before amalgamation — you 'bring into account here 
in this net income that figure on the receipt side 
which represents receipts derived from participation- 
in those joint lines by the jointly holding company. 
These were carried to the credit of the jointly holding 
company — proportionately, it would -be, in each case — 
one-half or one-third, or whatever it was. Then at 
the end of this account we shall deduct, in respect of 
those companies where there is no merging and where 
the joint company still continues to exist, at the 
bottom of the account, the revenue derived from 
them, because their revenue is to be raised on a 
different schedule of charges. That is why I read 
Sections 33 and 51. Their revenue is not to be 
raised by the schedule of charges you are going to 
deal with, but one must bring in the contributions 
from those joint railways in the net income as the first 
item of this account in front of you, because they are 
other sources of revenue of the company. 

President : Is there anything in that blue book to 
which you want to call our attention in regard to a 
joint line? 

Lord Advocate : Yes : but may I first of all exhaust 
the four categories? 

President : Do, please. 

Lord, Advocate: The “ J.” point line which con- 
tinues to exist for the reason that the participators 
in it are not amalgamated — the London, Midland and 
Scottish on the one hand and the London and North 
Eastern on the other — are still jointly interested in 
the undertaking. Therefore, it has not been merged 
and is mot amalgamated; it still continues to exist 
and you must deal with it somehow. Then there is 
the “ J.” joint line which had its own separate 
accounts in consequence of the circumstance that all 
the companies in it have 'been merged and cease to 
exist. There is no trouble with it at all. of course, 
now, because it is simply swamped in. the amalga- 



mated company. 

Mr. Jenson: Did you refer to the railways typi- 
fied by the Cheshire Line as “ J.” lines wrongly, 
because I have the London and North Western 
accounts for 1913 before me in which appear certain 
companies which are referred to as J . Joint 

Lines,” the “ J.” simply referring to the Abstract. 

Lord Advocate: Yes, it does; hut they are referred 
to for the reason that the Abstract “ J.” is an 
Abstract which is to be prepared in the terms of the 
Act of 1911. and so conventionally these lines have 
come to be known as “ J.” joint lines. 

Mr. Jenson: Tt is the Abstract that governs it? 

Lord Advocate : Yes. 

Mr. Jepson: But the Cheshire Line does not come 

in that category, does it? . 

Lord Advocate: Yes. it does. Vou see it is arrived 
at in this way. The- London and North Western of 
course were .not always in the Cheshire Lines, hut 
they became partners with people who were. Ihey 
amalgamated with people Who were and then they 
found themselves brought into relation with the 
London and North Western, 



Mr. J e-pson : In the 1913 accounts of the Midland 
and the Great Northern and the Great Central, the 
Cheshire Line would be shown there as a “ J.” joint 
line. 

Lord Advocate : Yes, certainly, in the parent com- 
panies’ account for that year. All the companies 
which may he described as parent companies of the 
Cheshire Lines Committee would reflect the result of 
the Cheshire Lines Committee traffic in their accounts, 
but, of course, not in the case of companies like the 
London and North Western which were not parents 
at all; but they become parents by adoption. 

Mr. J epson : I follow. 

Tuord Advocate : If one wanted to follow the thing 
out, you will find the Cheshire Lines Committee in 
the Midland accounts — or rather a portion of them, 
were in this large blue book. Now I have given you 
the two classes of “ J.” joint, lines — those which sur- 
vive and those which have merged. Then there is 
the other class, namely, joint lines which were not 
“ J” ” joint lines; that is to say, the lines which did 
not keep separate accounts and which were worked 
by each company for itself, either on the basis of 
each taking a section of it, or each just conducting 
its traffic independently over the whole of it. In that 
case also you have historically two positions. You 
have joint lines which have disappeared altogether. 
They never had accounts; they were treated by the 
parent companies as just part of their system so far 
as accounts were concerned, jointly paying a rent, 
or something of that sort, which was the consideration 
for the use of the line. These companies have in many 
instances just disappeared where the parties jointly 
interested in them have become merged by amalgama- 
tion. On the -other hand, there are some instances 
of such companies which have not been merged, and 
again you may find a joint line which it not a “J ” 
joint line, that is to say, not a line with separate 
accounts, hut which still has for its parents by adop- 
tion the London, Midland and Scottish and the 
London and North Eastern. New parents have been 
given to it, but still continues to exist, because the per- 
sons who were formerly interested in it as the parents 
have not been amalgamated with each other, but have 
been amalgamated with different companies. It 
seems unnecessarily complicated, hut I think you have 
understood how it has come about. Therefore, you 
have these different categories of joint lines. 

Now h-ow are you going to deal with their position 
for the purposes of the compilation of this account? 
It seems comparatively simple in one way. If you 
peruse the -accounts of the constituent companies — 
never mind the subsidiary ones for the moment — you 
will find in the case of the joint lines in 1913 that 
there were certain credits or debits derived -from 
their interest in the joint lines in which they were 
concerned. Therefore, it was appropriate that in 
the compilation of the total net income for 1913 the 
credits derived from the joint companies by the 
parent .comp'any and appearing in the parent 
companies’ accounts should be included in 
the income, and in point of fact is. 

But you have to hear in mind that many of these 
companies have disappeared, and as we are legislating 
now, or rather as we are now dealing with a state of 
matters which is not the 1913 state of matteis but 
the 1924 state of matters, when a great many of these 
joint companies have disappeared, you will have at 
the conclusion of your account to deduct the revenue 
and expenditure items of such of the joint lines as 
survived amalgamation, because their revenues, as 
as they will still he independent companies, will have 
to- be found, not out of the produce of the rates you 
are adjusting for the years in question, but out of 
other produce. Yo-u will have to bring in other 
sources- of income of the company in- 1913 — wh-at they 
derived from the companies in which they were 
interested— and then, in order to aggregate the 
matter, you will deduct at the end the figures 
'attributable to those joint companies which still 
survive. So- far as they have been swamped in the 
amalgamated company it is proper that they should 
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remain in the net income, because they are the 
incomes of the companies which are part of the 
amalgamated company; but if and so far as there 
have been brought in other sources of revenue into 
Account No. 8 and Item No. 1 — Receipts from Joint 
Lines which still survive — you must extract at the 
and of your account the figures applicable to those, 
because they have to be obtained from another source 
and not from what you are seeking to fix here — the 
standard rates for these four companies. Accord- 
ingly, what we have done there is this — and if we 
come back to our Account you will see how it stands 
— ,we have brought into our first item, in the case 
of the London, Midland and Scottish Company, cer- 
tain items, and you will see at pages 2 and 3 of the 
Account how we have done it. Take, first of all, the 
constituent companies. You see their figures are the 
“ Railway, Omnibuses, Steamboats, Canals, Docks, 
Harbours and Wharves, Hotels, Other Separate 
Businesses, Rents from Houses and Lands, Rents 
from Hotels, Other Rents, and Interest and Dividends 
from Investments. These are all the items which 
correspond with the items! in Account No. 8 until 
you come to “ Joint Lines (Abstract 1 J ’) Receipts 
other than in respect of Railway Working (for details 
see folio 36).” Now the Joint Lines Receipts in 
respect of railway working are in Column 2 already, 
you will appreciate, because, taking the London and 
North Western, the £6,782,876 includes the receipts 
from joint lines in respect of railway working. On 
the other hand, you had to bring in, in column 16, 
the receipts from the joint lines in respect of matters 
other than railway working, and we give the details 
of this at page 36. I need not turn to them, I 
think. 

We then take the general receipts, under these 
different heads, of the subsidiary companies — the 
working companies and the non-working companies. 
At this moment I may explain that with regard to 
non-working companies, as they do not keep accounts 
in the form prescribed by the Act of 1911, it was 
necessary in their case to recast their accounts, and 
you will note in our reference column — extreme right- 
hand side — a reference to Schedule G, and anyone who 
wants to see how the accounts of the non-working 
companies have been brought into line with the 
statutory accounts for the purposes of the calculation 
will there have the details brought out. We had to 
do that just as the Ministry of Transport explained 
in their memorandum that they had to do it, and there 
will not be any controversy upon that matter. Then 
at the bottom, “ Joint lines, Abstract 1 J,’ constituent 
companies’ proportion.” 

Just to explain matters in case of any misappre- 
hension. The items along the bottom column of Joint 
Lines, constituent companies’ proportion, are not, as 
you will see, carried out into the total column ; they 
are, for the purposes of this account, entries merely 
of an explanatory character; because 1 the working 
receipts, of joint companies are in column 2, and the 
receipts other than railway working are comprised 
in the first group of items in column 15 at 
the top. May I ask yon to do this as I 
find it a simple way of getting at it? If 

you will add the little hunch of figures beginning 
with £7,108, and concluding with the second £2,909. 
you will find that is £39,211. Then you will see the 
two figures in the second column, a little lower down, 
marked “ transferred ” — if you add those you will 
find that is also £39,211. Tires© are cancelling figures. 
The reason why the figures have been given in the 
bottom line is really to explain the ingredients making 
up the different items. With regard to the Port- 
patrick and Wigtownshire Joint Committee there is 
another little complication, because that Joint Com- 
mittee is an absorbed joint line. It so happens that 
all the persons pre-amalgamation interested in the 
Portpatrick and Wigtownshire are now united in one 
amalgamated company. Here you have an example 
of a “ J ” joint line which has lost its identity and 
been completely absorbed. The figure of £11,635 
marked “ transferred ” really means it is a group 



entry and not brought out into the calculation. The 
proceeds, therefore, of the “ J ” joint lines con- 
tributions to the constituent companies will be found 
in the figure in the total column, and in that way one 
shows the reflection of the interest of all the eon- 
situent and subsidiary companies in the joint lines 
in which they were concerned, and their contributions 
to revenue are. reflected and explained in this state- 
ment. 

I have already dealt with the additions, the 4 per 
cent, increase, and you had that also on the joint 
lines. That whole group down to the first summa- 
tion is the 4 per cent, matter — the whole of it. The 
next summations relate to the cancellation of in- 
vestments. and a small adjustment — Dundee, Barr- 
head, and Arbroath. I think I have now explained 
all that calls for explanation with regard to the net 
income of the companies. We bring out net income 
at the four figures set out in our Folio 1 of each 
of the coloured books we have produced, and we bring 
out the total of the four groups at £51,089,934, which 
is precisely the figure you would have got if you had 
taken a pencil and gone through all these books 
here and jotted down the total amounts of the net- 
income from each of them and then added- in the 
4 per cent, in the case of three companies carried to 
reserve, added in the £20,000 for the Southern Rail- 
way Company deducted in respect of cancelled invest- 
ments. That is all you have to do. There is a small 
correction with regard to the Caledonian Railway. 
These are really all the alterations we make, and T 
repeat that these are alterations all in respect of 
matters emerging since the completion of the accounts 
in 1913, and, therefore, not involving any challenge 
of the accuracy of the accounts of 1913 or going back 
on them in any way, but making adjustments of 
them in respect of better knowledge now, or, rather, 
matters which are now appropriate to be dealt with 
in consequence of what has happened since 1913. 

Having got so far, I respectfully ask attention to 
Item 2. Item 2 is an item of deduction, and at an 
earlier stage of my address I explained to you why 
that is deducted; there it comes out only to- reappear 
later on, to reappear later on, however, not as the 
same figure, but as a figure for the year 1924 or 1925, 
I suppose it may be- — but at any rate not to appear as 
the same figure for the year which we have in view 
in making your standard charges. These figures are 
the summation of the figures which you find in 
Account No. 9 for each of the railway companies 
under the heads -indicated. You will find a series of 
entries in Account No. 9 : Interest on superannuation 
and other funds; rent charges and annuities; chief 
rents ; rent- of and guaranteed interest on leased and 
worked lines ; interest on Lloyd’s bonds ; general 
interest. All these items, which are in the nature 
of fixed charges, are deducted ; and the figures in the 
fifth column are the figures taken from the published 
accounts, and they are explained -in Schedule B. You 
will notice, if you cast your eye along the top of the 
columns in that Schedule B — page 4 — that the titles 
of the columns correspond with the titles of the items 
in Account No. 9. Just carry that along with you, 
Sir, if you please. You will see that the 
accounts are really titled in quotation marks 
from Account No. -9. These -items which you 
find there are the items taken from the -published 
accounts, from the account No. 9 in the case of each 
company. Now, you will notice that that Schedule B 
includes Interest on Loans (column 5) ; Interest on 
Debenture Stock (column 6) and Dividends on Rent 
Charge and other similar Stocks (column 7). But 
you will notice, if you will run your eye down to 
the foot of the page, that the large sums under these 
heads are not carried to folio 1. Of course not. 
Because these are really the figures in account No. 9 
which represent truly appropriations of income; they 
are not deductions before earning, they are appro- 
priations of earnings. The other items which we 
have grouped and summed here are really expenses 
to earn revenue, therefore they are properly deducted 
from net income. The others which we have not. 
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carried out are really appropriations of income earned. 
In this case also you will find the J Joint Lines 
figuring as column No. 10, and exactly the same 
thing appears here. If you will add together the 
first six items in column 10 you will get a sum of 
£83,697 ; and again our friend the Portpatrick and 
Wigtownshire Joint Committee’s figure, in italics, 
and the Joint Lines, Abstract J, Constituent Com- 
panies’ proportion ; those two figures added together 
also give you a sum of £83,697. They cancel out. 
But these figures are given for the purpose of showing 
the detail and are not reckoned out twice, as they 
otherwise would be, if they were carried out into the 
totals. 

The result is we carry to Polio 1 the figure which 
you will find in column 12 in leaded type as the total 
— £1,238,391; and you will find that in column 3 as 
the deduction in respect of interest, rentals, and 
other fixed charges, in Polio 1. Upon this part of 
the case, the deductions made in respect of Account 
No. 9, I do not really think there is much room for 
controversy. There are on e or two small matters 
which can be explained in evidence and which are 
certainly not worth delaying over at the present 
moment. For instance, you have noticed at the 
bottom, “ Add Caledonian Company’s contribution to 
Cathcart District Railway not charged in Caledonian 
Accounts until 1914.” What happened, there was 
rather an odd thing. The Caledonian Company did 
not take notice in its accounts of the contribution 
it had made to the Cathcart District Railway. I do 
not know how those accounts squared, but if you 
like to look at it as a curiosity of railway accounting 
— I hope there is no one present representing the 
Caledonian Railway just now; I suppose it has ceased 
to exist — it is page 144 of the big volume. If you 
look there under Revenue Account you will see that 
this little railway. — we are dealing with the Cathcart 
District Railway — enters upon the credit side 
of its account: “Caledonian Company’s con- 
tribution under agreement, £3,210 2s. lid.” 

I think I am right in sajying that if you 
go to the Caledonian Company’s accounts you will 
not find a corresponding debit of the £3,210 2s. lid. 
paid by the Caledonian to this company. We 
cannot trace it, though it must be there somewhere. 
It has got displaced in some way; it is not charged 
in the right year. At any rate, there is no item 
corresponding to that item of £3,210 2s. lid. in the 
Caledonian Company’s accounts. One has to put 
that right, because it is an obvious error and cannot 
be right. It is suggested that it may have been 
buried in cash in hand and not put to its proper 
account until the next year. Whether the 
Caledonian was so affluent that it could deal with 
£3,000 in that way, I do not know. I should like to 
have £3,000 in hand and not notice it. 

Mr. Jepscn : It was something paid out by the 
Caledonian, was it not? 

Lord Advocate : Yes, and received by the Cathcart 
District Railway. 

Mr. Jepson: Then it could not have been cash in 
hand of the Caledonian. 

Lord Advocate : Cash out of hand. 

Mr. -Jepson : Yes, very much cash out of hand. 

Lord Advocate : The fact of the matter is that it is 
nothing more than a figure that has to be brought 
into account here. 

Mr. Jepson: I see that in your statement you say: 
“Not charged in Caledonian accounts until 1914”; 
so someone has found it was charged up in 1914. 

Lord Advocate: Yes, that is right. We. made 

enquiry, and it was put in its proper place. How- 
ever, that is the explanation of that figure. I think 
it is really remarkable that there should be so few 
points calling for comment. 

Sir Douglas Hogg : That is because you treat them 
as conclusive ! 

Lord Advocate : I think it is very ungracious of 
Sir Douglas to say that, when it is actually in his 
favour. 

Sir Douglas IJogg : I suppose we found it out and 
showed it to your accountants. 



Lord Advocate : I would not have taken the credit 
of it if I had known that. However, there it is; 
and its proper place, no doubt, is there, and there- 
fore we need" not deal further with it. As I have 
said, beyond one or two small matters which may 
possibly be explained in evidence, I do not think it is 
my task to linger longer over Schedule B., because 
you see there the explanation of the second item in 
Polio No. 1. 

Now, how far have we got? We have got to this, 
that abstracting from the published accounts of the 
companies, with the adjustments that I have indi- 
cated, we reach the. aggregate net revenues in the 
year 1913 of the constituent and subsidiary com- 
panies, and that is a series of figures of which you 
see the first summation in Polio 1. Down to that 
point I do not think there can really be much room 
for controversy if the accounts for 1913 are to be 
taken as a basis to start from. If they are to be 
re-opened, everything is at large. But if they are 
to be taken as a basis, then the only points which 
emerge would be justification of the 4 per cent., the 
justification of the adding of the £20,000, the justifi- 
cation of our method for dealing with cancelled 
investments, and the justification of our method for 
dealing with joint line receipts in the case of joint 
companies absorbed and not absorbed. For the 
moment I think no other point of any magnitude 
occurs to me as even suggesting room for controversy. 
So that you see that upon the point of dealing with 
these very large matters the area of controversy will 
be very much circumscribed. 

I pass now to what I think are really much more 
difficult questions. As usual, Sir, the most difficult 
questions arise not with regard to the largest items. 
The next matters to which I pass are the additions 
to be made under paragraphs (a), (6) and (c), and I 
do not disguise for a moment that these paragraphs 
raise questions of very considerable difficulty, and 
questions of interpretation upon which opinion may 
differ, and upon which we can only lay before you 
the views that we entertain upon their just construc- 
tion. It will be for you, Sir, and your colleagues 
to select — because the matter is in your hands — -the 
view which you think best gives effect to the inten- 
tion of Parliament for an equitable adjustment. For 
our part we can only put before you the rival views. 
Of course, in order to produce an account we had to 
select certain principles of interpretation of the 
Statute, and upon these we have proceeded. But, 
again., the possible points at issue are not very 
numerous, though they may be very important. 

Let me come at once to paragraph (a). Paragraph 
(a) is, if I may say so, a comparatively easy matter. 
As you may recall, when it was found that the period 
of control was prolonged and that works on which 
the companies had spent large capital sums had 
been brought into use and was there credited to the 
Government, while the companies received nothing 
to remunerate this capital, the Government agreed 
to pay interest — at first 4 per cent., and latterly 
■5 per cent. — on such works brought into use after 
the 31st Decmeber, 1912. Some of the works carried 
4 per cent, and some carried 5 per cent., which was 
given in respect to expenditure later in the war 
period or the period of control. For the purposes 
of the present inquiry it would seem to be 
very simple. It is not what either I or my 
learned friend Sir Douglas thinks, or, indeed, 
what the Tribunal thinks, was the capital 
expenditure which ought to be brought into 
it. It is dictated to you, ab extra, if I may so 
put it. All you have to find is what was the capital 
expenditure forming the basis on which interest was 
allowed by the Government at a certain date. We 
must all await, therefore, the information from 
the Government. What is happening at the 
present moment, and has been happening for 
some time, has been the adjustment of the claims 
made by the railway companies for compensation 
under the Compensation Terms from the Government. 
Much progress has been made ini adjusting the com- 
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pensation; and I understand that by far the greater 
part of the disputed claims has now been adjusted. 
But, as usual, there is a residue of unadjusted claims. 
When these are adjusted, the figure upon which 5 per 
cent, is to be paid will, so to speak, be a datum; it 
will not be a subject on which we would be entitled 
to have controversy, because the Government will say, 

“ That is the figure upon which we have paid” ; and 
once the Government has so said it contributes its 
figure to this discussion, and your task is a simple 
one of applying 6 per cent, to it. But there can be 
no controversy upon what, after all, is a matter of 
fact — -what was the sum of capital expenditure on 
which the Government paid. Now, the suggestion of 
the Minister of Transport upon this point will be 
found in his note. I think it is also in F. 4558, at 
page 13 : “ The capital sums Which have formed the 
basis of the allowance of interest under the 
Railway Agreements, and to which Section 58 
(1) (a) refers, can he certified by the Ministry 
when the claims are submitted by the com- 
panies, but it is doubtful whether final figures will 
be available for the immediate purposes of the 
tribunal. It is thought that preliminary figures can 
be ascertained, any error in which will not appreciably 
affect the amount of the standard, and that they 
might conveniently be adjusted, to accord with the 
final figures as ascertained upon complete liquidation 
of the Railway Agreements, at an ensuing review 
under Section 59.” Therefore what we are invited 
by the Minister to do is to arrive at preliminary 
figures, leaving over any final adjustment the one way 
or the other, to be dealt with under the next review 
under Section 59. The area of residual dispute 
between the railway companies and the Minister is 
now very circumscribed, and it is possible to come to 
a very near approximation of what the figure will be. 

Soiicitor-General : Of course, this is dated 

27th March, .1923, and I am told that since that date 
we have come very much nearer. 

Lord Advocate : We entirely accept the position 
which the Minister indicates ; he will certify the sum 
that can he certified by the Ministry. The task 
becomes very simple if you have to be the dignified 
recipients of a certificate from the Solicitor-General 
which will be probatio probati in the matter, and the 
Registrar will apply 5 per cent, to it. The task will 
be relatively a simple one; would that the other tasks 
we have to come to now were as simple. The next 
chapter, paragraph (b), is not to include any of the 
items which were in paragraph (a). It would not he 
strictly accurate, as I said earlier, to say that para- 
graph (b) is all composed of items below the line, 
while paragraph (a) is all above the line; because, of 
course, in paragraph (b) there are, or will he, items 
of expenditure by the companies after the period of 
control ended on the loth August, 1921. Capital 
expenditure since then will come in, some of "which, of 
course, would be above the line and some below the 
line; and there are also a few items as to which, 
although above the line, they might not be included 
in the Government guarantee. But the hulk of this 
item will represent expenditure on matters below the 
line since the 1st January, 1913. 

Now, the total of this figure is £822,152 for the 
whole four companies, and that represents the 
addition of the four per cent. When you come to 
the detail in this case, and 'also in the case of the 
Government item — the immediately preceding one — 
there are full explanatory Schedules, C and D, ap- 
plicable to both. D is the Schedule applicable to the 
capital expenditure in respeot of which capital has 
been raised or provided. It is rather important, in 
reading paragraph (b), to have in view the terms of 
Section 59 of the Act. Section 59 of the Act deals 
with the next revision. You are to fix now in the 
first instance, and then there is to be a periodical 
review of what you have fixed. In Sub-section (3) of 
Section 50 you will see this : “ If on any such review 
the rates tribunal find that the net revenue or the 
average annual net revenue obtained, or which could, 
with efficient and economic management, have been 
obtained, by the company during the period 



on the experience of which the review 

is based is substantially in excess of the 

standard revenue of the company, with 
such allowance (if any) as 'appears to the tribunal 
necessary to remunerate adequately any additional 
capital which may have been raised or provided in 
respect of expenditure on capital account ” — pray 
note the next words — “ incurred since the date upon 
which the standard charges were fixed in the first 
instance, the Tribunal shall, unless they are of 
opinion that owing to change in circumstances the 
excess is not likely to continue, modify all or any 
of the standard charges ” — and so on. You will 
observe, therefore, that the capital expenditure which 
we are in search of for paragraph (b) must be ihe 
capital expenditure down to the date upon which 
you are to fix your standard charges. Because on 
the review of those rates you are to begin with ex- 
penditure since the date upon which the standard 
charges were fixed in the first instance. And, there- 
fore, unless some capital is to go altogether un- 
remunerated, you will require to deal with the capital 
expenditure under paragraph (b) upon the basis of 
bringing it down to the date upon which you fixed 
the standard charges; because that would he the 
datum point from which you will begin your 
review on the next, occasion and ask us what 
further capital expenditure we have made since 
the charges were fixed in the first instance. 
If you do not, therefore, carry the capital 
expenditure down to the date when you fixed your 
standard charges, any capital raised between would 
be in a gap and would not be remunerated either 
under compartment (b) of Section 58 or under the 
review in Section 59. Consequently my submission in 
law upon this would he that the capital expenditure 
which we are in search of is from the 1st January, 
1913, to the date at which you fix the standard 
charges. That necessitates, therefore, this, that we 
can .ait the moment only submit to you the capital 
expenditure as far as we have got; but that when 
the final account is made for the purposes of fixing 
the standard charges, we shall be able to give you, 
when you tell us what the date is to he, the necessary 
adjusting figure. There may he certain small matters 
of that sort hack and forth of the account. I do not 
anticipate any difficulty between us on that last 
adjustment once we really know where the principles 
are, hut I give that note of warning and explanation 
■here, that the figures here are only down to the 31st 
December, 1913, but it will he necessary up and add 
capital expenditure since that date down to the date 
when you fix the standard charges, otherwise there 
would he capital raised and expended which was not 
to he remunerated at all and not reflected in the 
standard revenue. That is the first point. 

Another point which arises, and which is, if I may 
say so, a pretty large point, is as to the interpretation 
of the words “ raised or provided.” You "will notice 
that it is not expressed, as paragraph (a) is expressed, 
in terms of a percentage on capital expenditure 
It is expressed as an allowance necessary to 
remunerate any additional capital which may have 
been raised or provided in respect of expenditure 
under capital account. So that we have to establish, 
in order to claim an allowance on a.ny capital in com- 
partment (b), that it is capital which has been raised 
or provided in respect of expenditure by us. Now, 
I gather that the expression “raised or provided” 
will occasion considerable controversy. The traders, 
I understand, rather light-heartedly say that “ pro- 
vided ” means the same thing as “ raised.” 

Sir Douglas Hogg : No. 

Lord Advocate: At one time they did; I am glad 
you say something different now, as I should not have 
attributed it to you, Sir Douglas. But at any rate 
that was the suggestion. What is the suggestion to 
he made now I shall await with interest. I humbly 
submit that when the Legislature uses two words 
and plaices a disjunctive 'between them it means two 
different things. I am sure we shall not have any 
difficulty over what “ capital raised ” is. The rais- 
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iug of capital is a well-known financial .operation — 
sometimes attended with difficulty, but at any rate 
it is known what is meant. When the companies 
go into the market for money and money is sub- 
scribed to their issues, then you are raising capital. 
But it is not always either necessary or desirable 
for a railway company, or for any other limited 
commercial company, to go into the market for 
money; it may have resources of its own which it 
may utilise, and which it may devote to capital pur- 
poses. It may do so temporarily, or it may do so 
permanently. And our submission is that if a 
railway company has resort to funds which it 
possesses available in its hands for purposes 
of capital expenditure, so to speak, in advance 
■of raising the money, that then is a typical 
case of moneys provided for capital purposes — capital 
provided for expenditure on capital account. And 
that, accordingly, if the railway companies have 



utilised funds which were at their disposal, derived 
not from the market in the sense in which money is 
derived where you raise capital, but derived from 
other sources, and they choose to utilise that money 
for the purpose of expenditure upon works, then that 
money is just as entitled to remuneration through 
the medium of the standard revenue, and through 
the medium, therefore, of the rates, as any other 
money; and that being brought into capital use by 
the railway companies from other sources which it 
possesses, it finds its proper place in this account 
under the words “capital provided.” There is a 
good deal of explanation to be given with regard to 
that, but I would ask you, Sir, to be good enough 
to release me now, as I have an important engage- 
ment to attend to. 

President : Is that convenient to you, Sir Douglas? 

Sir Douglas Hogg : Yes, Sir. 



(Adjourned till to-morrow, at 10.30 a.m.) 
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